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American Institute of Certified Public Accountants
1455 Pennsylvania Avenue, N.W., Washington, DC 20004 -1007, Telephone (202) 737-6600
Division of Federal Taxation
November 25, 1987
Dear Practitioner:
Enclosed are the 1987 tax return practice aids which were prepared by 
the Tax Practice Aids Task Force of the AICPA Tax Division. They have 
been expanded this year to include a draft 1040 engagement letter as 
well as checklists for the preparation and review of the following:
1. Form 1040 -Individual Income Tax Return
2. Form 1041 -Fiduciary Income Tax Return
3. Form 1065 -Partnership Return of Income
4. Form 1120 -Corporation Income Tax Return
5. Form 1120S -Income Tax Return for an S Corporation
6. Form 5500 -Return/Report of Employee Benefit Plan
7. Passive Activities
Although much care and work have gone into the development of these 
aids, they are subject to change. While they have been revised for the 
Tax Reform Act of 1986, the related Technical Corrections Bill of 1987 
had not become law nor had many of the regulations been written at the 
time the aids were finalized. Therefore, these checklists have been 
prepared based on interpretations of the Tax Reform Act and may need to 
be revised as new developments occur.
Accordingly, these practice aids are issued as drafts only and you 
should retain responsibility for their final content. Please review 
them carefully and make any changes necessary for your particular use. 
Your suggestions for improvements are most welcome and should be sent 
to the above address.
I hope that these practice aids will be helpful to you. Tax Division 
members receive these checklists each year as part of their membership 
benefits. If you are not a member, you may wish to consider joining 
to expedite receiving these checklists, and to take advantage of the 
other benefits of division membership. Please contact the Tax Division 
at the above address if you would like information on membership.
Sincerely,
Donald H. Skadden 





This letter is to confirm our understanding of the terms and objectives of our 
engagement and to clarify the nature and limitations of our services.
We will prepare your Federal and State Individual Income Tax Returns for the 
calendar year 1987. We will provide you with questionnaires and worksheets to 
guide you in organizing the information we need to prepare your tax returns. You 
represent that the information you are supplying to us is accurate and complete 
to the best of your knowledge. We will not verify the information you give us. 
However, we may ask for clarification of some of the information. We generally 
prepare returns with the aid of a computer service bureau.
Our fees for these services will be at our standard rates for the time spent plus 
out-of-pocket expenses, including computer processing charges. Hourly rates vary 
from $20 to $200 per hour and are determined based on the billing rate of the 
individual providing the service. Our bills are due when you receive them. We 
may bill you on an interim basis prior to completion of this engagement. A 
finance charge of 1.25% per month will be assessed on any unpaid balance after 
deduction of current payments, credits and allowances made within 30 days of date 
of billing. This is an Annual Percentage Rate of 15%.
Your returns are subject to examination by the taxing authorities. In the event 
of an audit, you may be requested to produce documents, records or other evidence 
to substantiate the items of income and deduction shown on the tax return. Any 
items resolved against you by the examining agent are subject to certain rights 
of appeal. If an examination is made, we will represent you if you so desire. 
Such additional services are not included in our fee for preparation of your 
returns.
It is important for you to know that the law provides for a penalty to be imposed 
where a taxpayer makes a substantial understatement of their tax liability. For 
individual taxpayers, a substantial understatement exists when the understatement 
for the year exceeds the greater of 10% of the tax required to be shown on the 
return, or $5,000. The penalty is 25% of the tax underpayment. Taxpayers may 
seek to avoid all or part of the penalty by showing (1) that they acted in good 
faith and there was reasonable cause for the understatement, (2) that the 
understatement was based on substantial authority, or (3) that the relevant facts 
affecting the item's tax treatment were adequately disclosed on the return.
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MEALS, TRAVEL AND ENTERTAINMENT EXPENSES
The Tax Reform Act of 1986 made significant changes to the rules for deducting 
meals, travel and entertainment expenses and reduced the amount that may be 
deducted for certain expenses. The law specifically requires that any deduction 
claimed for meals and entertainment must be substantiated by records indicating 
the amount, time, place and business purpose of the expenditure. If you claim a 
deduction for these types of expenses, you represent that you have the required 
records and receipts. The enclosed Exhibit A discusses the more significant 
changes in the area of deductible meal, travel and entertainment expenses. 
Please indicate below whether or not you will be claiming deductions for meals, 
travel or entertainment expenses on your 1987 income tax returns.
[ ] I will claim deductions for these expenses on my 1987 income tax returns and 
have the required documentation.
[ ] I will not claim deductions for these expenses on my 1987 income tax 
returns.
BUSINESS VEHICLE USE EXPENSES
The Internal Revenue Service is now more closely monitoring the business use of 
vehicles by individuals. For an update on business vehicle rules, see the 
enclosed Exhibit B. Please indicate below whether or not you will be claiming 
deductions for business use of a vehicle for 1987 and complete and return Exhibit 
C, if applicable.
[ ] I will claim deductions for business use of vehicle(s) on my 1987 income tax
returns, and have completed and enclosed the attached Exhibit C.
[ ] I will not claim deductions for business use of vehicle(s) on my 1987 income
tax returns.
BELOW-MARKET INTEREST RATE LOANS
Recent legislation requires an individual who acts as a lender or borrower of 
“below-market-rate" loans to include the foregone interest in their return. 
Foregone interest is considered to be the difference between the rate specified 
by the Treasury and the actual interest rate on the loan. Please indicate below 
whether or not you had any below-market rate loans outstanding at any time during 
1987 and provide us with the details of the transaction.
[ ] I had below-market interest rate loans outstanding during 1987 and will 
provide the applicable terms and related information.
[ ] I did not have any below-market interest rate loans outstanding during 1987.
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If the services and terms outlined above are in accordance with your 
understanding, please sign this letter in the space provided below and return it 
to us in the envelope provided.





The services described in the foregoing are in accordance with my understanding. 





(1) The signed affirmation of the client, while desirable, may not be deemed 
to be appropriate in specific situations and may be deleted.
(2) In some states, the Board of Accountancy requires that clients must be 
informed if an outside service bureau is used to process clients' tax 
returns. In those states, such a statement may be included in the 4th 
paragraph of the letter.
(3) As in accounting engagements, a new engagement letter should be executed 
prior to the commencement of services each year, in order to reaffirm on 
a current basis the representations of the client.
(4) This letter is intended for use as a guide only, to be adopted to the 
particular circumstances of the individual member, and does not represent 
an official AICPA position.
EXHIBIT A
MEALS, TRAVEL AND ENTERTAINMENT EXPENSES AFTER THE TAX REFORM ACT OF 1936
As a result of the latest tax legislation fewer types of business expenses are 
deductible, some are deductible at less than 100% and the documentation 
requirements are more stringent. Although much care and work has gone into the 
development of this memo, it is issued as a draft and is subject to change. The 
Tax Reform Act of 1986 and related Technical Corrections Bill of 1987 provide for 
massive changes in the tax law and many of the regulations have yet to be 
written. Therefore, this memo has been drafted based on certain interpretations 
of various provisions on the Tax Reform Act and may need to be revised as the IRS 
releases regulations and announcements explaining the new laws.
80% Limitation on Meals and Entertainment
The Tax Reform Act of 1986 limits the deduction of expenses for food and 
beverages and other entertainment expenses to 80% of the amount previously 
deductible.
The 80% is figured after determining deductibility under prior law. It applies 
to all food and beverage expenses, including those incurred in travel away from 
home.
Related expenses, such as sales tax, tips, cover charges, room rentals and 
parking fees as a part of entertainment are also subject to the 80% rule. 
However, transportation to and from a business meal is not subject to the 
reduction - it is fully deductible.
Along with the reduced deductibility, meals and entertainment now face closer 
scrutiny from the IRS for their business purpose. Meals are no longer deductible 
merely because they take place "in an atmosphere conducive to business 
discussion." Expenses for meals, as well as those for entertainment, must now be 
either "directly related to" or "associated with" the active conduct of the 
taxpayer's business.
The "directly related" requirement has three parts:
1. The taxpayer must have more than a general expectation of deriving income or 
other specific business benefit at some indefinite future time.
2. An active business meeting, negotiation, discussion or other transaction is 
conducted either before, during or after the meal.
3. The principal characteristic of the meal is business.
Essentially, these new rules now require the same level of substantiation for 
meals that once applied only to entertainment expenses. Business meals must be 
substantiated by stating the following:
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- the nature of the business discussion
- the business purpose for the meal or benefit expected as a result of the 
meal
- the amount of the expenditures
- the time and place of the expenditures and
- the business relationship to the taxpayer of the person entertained.
As part of the substantiation process, the IRS has also cracked down on what it 
calls "lavish and extravagant" meals. Though there is no definition of "lavish 
and extravagant," all expenses above this level are disallowed. "A determination 
of whether an expenditure is lavish or extravagant depends upon facts and 
circumstances". Any reduction required because of "lavish" expenses must be made 
before applying the 80% limitation.
Also, no deduction for food or beverage is allowed unless the taxpayer (or an 
employee of the taxpayer) is present when the food or beverages are provided. 
Simply paying for a customer's dinner is not a deductible expense under the new 
rules.
These substantiation requirements do not apply to business travelers who are 
eating alone while away from home in pursuit of a trade or business. Employees 
traveling away from home may continue to deduct the cost of their own meals, even 
where no business discussion takes place, subject to the 20% rule.
Tickets and Skyboxes Face New Limits
For tickets to sports and other entertainment events, the 80% limit applies only 
to the face value of the ticket. Amounts in excess of the face value paid to 
scalpers or ticket brokers are not deductible.
Well-heeled taxpayers who don't worry about single-game tickets, limiting their 
business entertaining to stadium skyboxes instead, will be hit especially hard by 
the new rules. Beginning in 1989, if a taxpayer rents a skybox for more than one 
event during a taxable year, the allowable deduction is limited to 80% of the 
face value of the "highest-priced non-luxury ticket" multiplied by the number of 
seats in the box.
A single game or performance counts as one event. THe IRS has already officially 
designated the World Series, for instance, as multiple events.
The restrictions are phased in over three years. For 1987, 80% of the cost of 
tickets plus 2/3 of the excess rental cost of the skybox are deductible. The 
1988, the same rules apply, except that taxpayers will be allowed to deduct only 
1/3 of the excess rental cost plus 80% of the ticket cost.
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Exceptions to 30% Limitation
There are several important exceptions to the 30% limit on business meals and 
entertainment.
An employer’s expenses are fully deductible if the meal or entertainment is taxed 
as compensation to the individual. For example, if you take an employee to 
dinner and a bailgame, but include the full value of that outing on his W-2, the 
expenses are 100% deductible.
An independent contractor who accounts and is reimbursed for meals and 
entertainment expenses paid or incurred in the performance of services for 
another person is not subject to the 80% limit. For example, if a law firm 
separately accounts for meals and entertainment expenses and is reimbursed by a 
client, the client is subject to the 80% limit, not the law firm. However, if 
the law firm does not separately account and seek reimbursement for such 
expenses, the firm is subject to the 80% limitation.
The cost of employee events such as a year-end holiday party or summer outing for 
employees and their families is fully deductible. However, stockholder meetings, 
director meetings and meetings of business leagues are subject to the 80% limit.
Business gifts of food or beverages to either employees or customers - holiday 
turkeys, fruit baskets, etc. - remain deductible subject to existing limitations.
Food or entertainment provided to the general public - a free concert or movie 
tickets to the first 100 customers of a special promotion, for example - is fully 
deductible.
An employer-operated cafeteria that is for all employees costs is not subject to 
the 80% limit.
The limitation also does not apply to the price of tickets for certain charitable 
sports events. To qualify, the event must contribute 100% of its net profits to 
a qualified tax-exempt organization and use volunteers for substantially all work 
performed in carrying out the event.
A final exception to the limitation of meal expenses concerns qualified banquet 
meetings. The full cost of a meal that is provided as an integral part of a 
qualified banquet meeting will be deductible for calendar years 1987 and 1988. 
If the full cost of the meal is separately stated, the meal is subject to 
limitations. Therefore to qualify, the cost of the meal must not be separately 
stated.
A qualified banquet meeting is a convention, seminar or similar business meeting 
where at least 40 people are present and over 50% of the participants are away 
from home. Such a program must also include at least one bona fide speaker. The 
speaker is not required to be present at the meal, but must make his presentation 
either immediately before or after.
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Restrictions On Travel Expenses
There are fewer changes in travel expense deductions. Expenses incurred in 
normal business activities - hotels, airfare, cabs, etc. - are still fully 
deductible. Limits apply to what the IRS considers “extravagant” travel.
For instance, the new law limits the allowable deduction for a cruise ship or 
other luxury water transportation to twice the highest per diem generally 
available to employees of the federal government. The highest federal per diem 
is currently $126, so a taxpayer’s deduction for a five-day cruise cannot exceed 
$1,260 (2 x $126 per diem x 5 days). The federal per diem rates are established 
by the General Services Administration and are revised occasionally.
Also, travel only as a form of education is no longer deductible. A French 
teacher who visits Paris to maintain familiarity with French language and culture 
can no longer claim the travel expenses as a business deduction.
Likewise, travel or other costs of attending a convention, seminar or similar 
meeting or activity related to a taxpayer’s investment planning are not 
deductible. A trip to Bermuda to learn about the latest on real estate investing 
is not a qualified business trip and is not deductible.
Travel for a charity or service organization is not deductible unless the 
taxpayer can prove there exists “no significant element of personal pleasure, 
recreation of vacation in the travel.” Travel to the Swiss Alps to study native 
wildlife for a charitable organization eight hours a day is not deductible if you 
spend time skiing or shopping.
An on-duty official of a charitable organization who spends an entire day at the 
charity’s regional meeting in New York and then attends the theatre in the 
evening is exempt from this provision. This person's qualified business travel 
expenses are deductible.
Conclusion
Because of these new rules, the record-keeping demands on individual taxpayers 
have increased dramatically. Taxpayers must now account more thoroughly for all 
expenses incurred for business meals, travel and entertainment.
A taxpayer’s record-keeping should include separate entries for expenses that are 
100% deductible and those that are only 80% deductible. Unless this distinction 
is already part of your records, the new law will require all expenses to be 
reduced by 20% for tax purposes.
These requirements are among the most complex in the tax law. Many provisions 
are open to interpretation, and others are still awaiting clarification and 
expansion. For this reason, it is essential to keep up-to-date records and stay 
current with events in Washington.
As a cornerstone of your preparedness, you should consult with us regularly to 
make sure your record-keeping and business strategies are right for the current 
tax climate. We will be pleased to help.
EXHIBIT B
REQUIREMENTS FOR BUSINESS VEHICLES
The IRS is stricter than ever in requiring proof of business use of vehicles. A 
taxpayer who claims a deduction for the business use of an automobile without 
maintaining written records can expect an IRS examination. A taxpayer should not 
assume that an IRS agent will compromise and allow part of a claimed business 
deduction based solely on the taxpayer's own statement. In all likelihood, no 
deduction will be allowed without substantiation of the taxpayer's statement.
Taxpayers should maintain regularly prepared written records of their vehicles’ 
business use. At a minimum these records should reflect the following items:
1. total miles driven during the year
2. percentage of personal use claimed
3. whether the vehicle was used for commuting and, if so, the number of miles
of the normal commute
4. whether the vehicle was available for personal use
5. whether another vehicle was available for personal use and
6. whether the taxpayer has records or written evidence to justify the
deductions claimed.
The best evidence would be a detailed log with an entry for each trip. However, 
account books, diaries, trip sheets, expense reports or similar written evidence 
are probably adequate. Written records prepared at or near the time of the 
business use will be better than reconstructed records.
EXHIBIT C
BUSINESS VEHICLE USAGE DATA
The following questions, which appear in the individual return, related to usage 
of your vehicle(s), require a response for the year ending December 31, 1987:
Commuting miles
Vehicle #1 Vehicle #2 Vehicle #3
Please identify if more than one vehicle
1. Business miles
Other personal miles
— — — — — — — — — — — — — 
Total miles driven 
1/1/37 - 12/31/87
Daily round trip 
commuting distance:
2. Do you have another vehicle 
available for personal use? _ yes _ no _ yes _ no __yes _ no
3. Do you have evidence to support 
the mileage breakdown provided above? _ yes _ no _ yes _ no __yes _ no
4. Is the evidence written? _ yes _ no _ yes _ no _ yes _ no
Please complete the above and return to us in the enclosed envelope with the 
signed copy of the engagement letter to allow us to timely complete your 1987 
income tax returns. Should you have any questions regarding this, please feel 
free to contact us.
INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
Client Name:Client Number:
Interviewed by:___________________________________ Date Completed/Hours :
Prepared by:  Date Completed/Hours:
Reviewed by:  Date Completed/Hours:
Return Due Date: Extension Due Date:
NOT COMMENTS OR
) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
A1) Review the taxpayer's name, age, social security 
number, address, occupation, filing status and 
number of exemptions. Obtain dependents’ birth 
dates and social security numbers.    
A2) Review prior year returns, review memos, work 
papers and correspondence files.   
A3) If the taxpayer has been examined by the Internal 
Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Verify that the agent's adjustments have been 
entered in the taxpayer's records.    
c) If any of the agent's adjustments affect income 
tax returns of years other than those audited 
make appropriate amendments.    
d) Determine whether amended state tax returns 
should be filed to reflect adjustments.    
A4) Check for the following carryover items:
a) Prior year overpayment credited to estimate.    
b) Net operating loss.    
c) Capital loss.    
d) Investment credit (compute % reduction).    
e) Charitable contributions.    
f) Installment sales.    
g) Jobs credit.    
h) Foreign tax credit.    
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
A) GENERAL INFORMATION - A4 - continued
i) Retirement plan contribution.
j) Research tax credit.
k) General business credits.
1) Energy credits.
m) ESOP credits
A5) Inquire whether the taxpayer has made or received 
any below-market-rate loans made after June 6, 
1984. If so, determine imputed interest 
consequences.
B) INCOME
Bl) Determine if the taxpayer received any taxable 
employee benefits during the year (e.g., PS58 
costs, club dues, auto allowances). Determine 
whether they were reported on Form W-2.
B2) Determine if the taxpayer had investment income 
from foreign companies and if tax was withheld at 
the source.
B3) Disclose exempt interest on state and municipal 
bonds on the federal return.
B4) Exclude interest on United States securities from 
the state returns. Consider whether municipal 
bond interest excluded on federal should be added 
back on the state return.
B5) Compare sources of dividend and interest income 
with prior year's items. Identity of payer should 
agree with 1099 (i.e., income on securities held 
in brokerage account).
B6) Review dividends in order to segregate taxable, 
non-taxable and capital gain portions.
B7) Update the taxpayer carryforward data schedule for 
any non-taxable dividends or dividends reinvested.
B8) Review reporting of any state tax refunds based on 
the tax benefit rule.
B9) Did the taxpayer pay or receive alimony during the 
year? Ensure that child support payments are not 
included. If the taxpayer paid alimony, include 
the recipient's name and social security number on 
Form 1040.
DONE DONE N/A EXPLANATIONS
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
B) INCOME - continued
B10) If the taxpayer is divorced or separated:
a) Obtain a copy of the corresponding agreement.
b) Determine the appropriate basis of any property 
transferred (generally asset transfers after 
July 18, 1984 are non-taxable and received a 
carryover basis).
c) For post-July 18, 1984 divorces, determine if 
the taxpayer received depreciable business 
assets which have been converted to non­
business personal assets. If so, report 
depreciation recapture and related investment 
credit recapture.
d) For post-July 18, 1984 divorces, review amount 
received/paid to determine non-taxable/deducti- 
ble/recapture portion:
1) Six-year rule for pre-1987 divorces.
2) Three-year rule for post-1986 divorces and 
pre-1987 divorce decrees that have been 
modified to accommodate the three-year rule.
e) Attach written authorization, or Form 8332, for 
dependency exemption to non-custodial parent 
tax return.
B11) For all businesses of the taxpayer:
a) Are accounting methods used comparable to the 
preceding period?
b) Consider the required change to the specific 
charge-off method for bad debts. Pre-1987 bad 
debt reserves to be taken into income ratably 
over four years beginning in 1987.
c) Consider the uniform capitalization rules 
implemented by the 1986 Act, effective January 
1, 1987 regardless of the fiscal year (this 
applies to self-constructed assets, resalers 
with average receipts in excess of $10 million 
including attribution and all manufacturers).
1) Determine that all costs are included - 
those capitalized under old law full 
absorption, as well as a portion of 
following costs required under the 1986 Act:
DONE DONE N/A EXPLANATIONS
-3-
INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
B) INCOME - Bll(c)(l) - continued _DONE DONE N/A EXPLANATIONS
A) Taxes (other than income).    
B) Tax depreciation/amortization.    
C) Percentage depletion.    
D) Administration costs.    
E) Support function/department.    
F) Officer's compensation.    
G) Insurance costs.    
H) Retirement plan contributions.    
I) Rework labor/scrap/spoilage.    
J) Purchasing.    
K) Bidding expense on awarded contracts.    
L) Storage.    _________________
M) Quality control.    
2) Consider advantages and disadvantages of 
electing the "simplified” method for 
resalers.    _________________
3) Consider interest capitalization rules for 
debt incurred to produce property.
4) If the beginning inventory is revalued, 
ascertain the amount of adjustment required 
for the beginning inventory due to the 
change in method of accounting (Section 
481). Ascertain Section 481 forward spread 
period (not to exceed four years).
5) For farmers and ranchers, consider 1987 one­
time election out of uniform capitalization 
rules.
d) Long-term contracts entered into after February 
28, 1986:
1) Determine that the taxpayers reporting under 
the completed-contract method recognize 40% 
of related income on percentage-of- 
completion method. (Exception - contracts 
completed within two years and annual 
average company receipts less than $10 
million.)
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
B) INCOME - Bll(d) - continued DONE DONE N/A EXPLANATIONS
2) Consider the 1986 Act modification to the 
percentage-of-completion method:
A) Completion percentage based on costs, not 
work performed.   
B) The expanded requirement to capitalize 
costs similar to uniform capitalization 
rules.    _________________
C) The requirement to compute prior year 
estimate inaccuracies with actual costs 
at completion of the contract and pay 
interest on related unpaid prior year 
taxes ("Look-Back Rule").
e) Determine whether individual has filed, by 
paper and/or magnetic media, all the 
informational returns (1099's) and whether they 
have included the personal use portion of 
autos, etc., in the employee's W-2. The filing 
requirement penalties in this area are 
significant, and the taxpayer should be 
apprised of his obligations if it is deemed 
necessary.
f) Consider the self-employed health insurance 
deduction.
B12) Sale or other dispositions of property:
a) For installment sales after June 6, 1984, 
determine that the full amount of depreciation 
recapture (both Sections 1245 and 1250 
property) is reported in the year of sale even 
if no payments are received in that year.
b) Review installment sales for appropriate 
interest rates on debt instruments received in 
connection with sale. Determine whether there 
are any interest rate/income adjustments 
necessary.
c) Consider the two payment requirement for sales 
by dealers in tax years beginning after June 
22, 1987 (Rev. Rul. 87-48).
d) Consider limitations on installment gain 
deferrals as a result of seller indebtedness 
(new Section 453C).
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
B) INCOME - B12(d) - continued DONE DONE N/A EXPLANATIONS
1) Determine if the taxpayer has additional 
taxable income to report currently because 
of indebtedness during the year and any of 
the following apply:
A) Any installment sales after February 28, 
1986 of personal property by a "dealer.” 
B) Any installment sales after February 28, 
1986 of real property held for sale to 
customers in ordinary course of business. 
C) Any installment sales after August 16, 
1986 of real property used in the 
taxpayer's business or held for 
production of rental income if sale price 
exceeds $150,000.
2) Consider the following elections:
A) If applicable, the election to pay 
interest on deferred tax benefit in lieu 
of applying allocable installment 
indebtedness (AII) rules to qualified 
sales of timeshares and residential lots. 
B) Consider electing out of installment 
reporting. (Reminder - sales subject to 
the AII rules are treated as cash sales 
for minimum tax purposes.)
3) Special rules and exceptions:
A) Consider three-year and two-year ratable 
inclusion rules that apply to AII that 
arise during the first two tax years 
ending after December 31, 1986.
B) Consider that sales occurring after 
February 28, 1986, or, if applicable, 
August 16, 1986, are "deemed to arise" in 
the first year ending after December 31, 
1986. ___
C) Consider aggregation requirements for 
related entities.
D) Consider exceptions for:
i) Personal use property and property 
used or produced in the business of 
farming.
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1040
NOT COMMENTS OR
B) INCOME - B12(d)(3)(D) - continued DONE DONE N/A EXPLANATIONS
ii) Certain sales by manufacturers to 
dealers.
e) If a residence or other property was sold, 
exchanged, or involuntarily converted during 
the year, consider the provisions relating to:
1) Non-recognition of gain or loss.
2) Recapture of depreciation and/or investment 
tax credit (home office and related equip­
ment) .
f) Review the possibility of the wash sale rules 
being applicable to stock sales.
g) Inquire whether the taxpayer has any worthless 
securities or other bad debts to be reflected 
in the current year return.
h) If there are any Section 1231 gains, determine 
the amounts, if any, subject to ordinary income 
treatment as a result of prior years' Section 
1231 losses.
B13) Consider the office in home deduction limitations, 
and carryforwards.
B14) If the taxpayer recovered amounts previously 
deducted, determine if the full benefit was 
received from prior years' deductions.
B15) Determine if the taxpayer received a 
pension/annuity and review for nontaxable portions 
(the annuity method is mandatory for post-July 1, 
1986 retirements.)
B16) Determine if the taxpayer’s rollover of a 
qualified retirement plan distribution was in 
accordance with the sixty-day rule.
B17) Determine if the taxpayer has met the age 70 1/2 
minimum withdrawal requirement for IRA's, etc.
B18) Consider the tax basis of a partnership or S 
corporation interest before claiming a loss; also, 
at-risk limitations and hobby loss rules on sole 
proprietor Schedule C.
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INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST
B) INCOME - continued
1987 - FORM 1040
NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
B19) Determine if the taxpayer has an S corporation 
loss carryforward not utilized due to insufficient 
basis and determine if additional basis has been 
generated in the current years to deduct all or a 
portion of the losses. Update the taxpayer 
carryforward schedule accordingly.
B20) If the taxpayer is an S corporation shareholder 
who made loans to the corporation to utilize 
losses, check for gain on repayment.
B21) Review all K-1's to determine that all items have 
been properly included.
B22) Passive activity:
a) Losses from an activity may be limited if the 
taxpayer has any of the following (see Passive 
Activity Checklist):
1) The taxpayer was involved in a trade or 
business in which he does not materially 
participate.
2) The taxpayer had any rental activity other 
than hotels, car rentals and similar 
activities in which substantial services are 
provided.
3) The taxpayer is a limited partner or S 
corporation shareholder.
b) Working interests in oil and gas properties 
(except if held in a limited partnership or S 
corporation) are generally excluded from 
passive activity limitations.
B23) Designate and include income subject to self- 
employment tax (Schedule C - partnership and other 
income)
B24) Determine taxability of any scholarships, fellow­
ships, social security benefits or disability 
income received. (Unemployment benefits are fully 
taxable.)
B25) Determine that the short-period income from 
partnerships, S corporations and trusts changing 
to the calendar year has been properly included:
a) Four-year ratable inclusion.
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NOT COMMENTS OR
B) INCOME - B25 - continued DONE DONE N/A EXPLANATIONS
b) Partners and S shareholders consider the 
election to report all in 1987.
c) Prepare schedules of carryforwards.
C) DEDUCTIONS
Cl) Determine if employer included 100% of value of 
use of auto, etc., on W-2:
a) If yes, inquire if the taxpayer has evidence to 
support the deduction of the portion of 
included amounts as business use.
C2) Determine the applicability of a moving expense 
deduction and whether the reimbursement is 
properly accounted for.
C3) Determine if the taxpayer is entitled to a 
deduction for contributions to an IRA, Keogh or 
other qualified retirement plan and review 
possible alternatives with the taxpayer before the 
return due date:
a) Determine that IRA/SEP contributions have been 
or will be made no later than April 15, 1988. 
Keogh plan contributions must be made by the 
due date of the return, including extensions. 
b) Alimony income qualifies for IRA contributions. 
c) Prepare Form 8606 for non-deductible IRA 
contributions.
C4) Consider medical transportation deductions and 
medical and drug expense limitations.
C5) Consider the deduction of Medicare premiums if the 
taxpayer is 65 years of age, or older.
C6) If medical insurance reimbursement for prior years 
has been received, determine whether such 
reimbursement is properly reported as income.
C7) Investment interest:
a) Limit the taxpayer's deduction for investment 
interest to net investment income.
b) Consider the phase-out of the $10,000 
deductible amount (65% allocation in 1987).
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C) DEDUCTIONS - C7 - continued DONE DONE N/A EXPLANATIONS
c) Reduce net investment income by net passive 
activity losses (other than rental real estate 
activities in which the taxpayer actively 
participates) which are allowed by virtue of 
the phase-out provisions.    
d) In computing net investment income, investment 
expenses are allowed after the application of 
the 2% adjusted gross income floor.    
C8) Personal interest:
a) Deduct only 65% of interest attributable to 
personal (consumer) items.    
b) Treat interest on tax deficiencies as personal 
interest.    _________________
C9) Qualified residence interest:
a) Determine that qualified residence interest has 
been limited to the extent the debt exceeds the 
lesser of:
1) The sum of the purchase price, cost of 
improvements, qualified medical expenses and 
qualified educational expenses, or
2) The fair market value of the residence.
b) Consider if the taxpayer's ’’purchase price” has 
been treated as including the outstanding 
aggregate principal balance of debt which was 
secured by the residence on August 16, 1986, if 
the aggregate debt is greater than the original 
price.
c) Determine if the taxpayer took out a mortgage 
after August 16, 1986, and used the proceeds 
for anything other than to buy a home. If so, 
complete Form 8598.
d) Determine if the taxpayer has a qualifying 
second residence, e.g., a vacation home which 
he used for the greater of 14 days or 10% of 
the rental days.
C10) Allocation of interest expense:
a) Determine that the proper allocations have been 
made dividing interest expense among:
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C) DEDUCTIONS - C10(a) - continued
1) Trade or business expenditures.
2) Investment expenditures.
3) Passive activity expenditures.
4) Former passive activity expenditures.
5) Personal (consumer) expenditures.
6) Tax-exempt investments.
b) For interest on debts allocated to more than 
one expenditure, determine that the proper 
ordering of loan repayments has been 
considered.
c) Determine that the debt has been properly 
reallocated to expenditure when either:
1) The subject of the first expenditure has 
been disposed of and the proceeds are used 
for another expenditure, or
2) The character of the expenditure has 
changed.
C11) Other interest considerations:
DONE DONE N/A EXPLANATIONS
a) Treat amortizable bond premium (for bonds 
acquired after October 22, 1986) as interest 
expense.
b) Consider the capitalization of interest when 
the taxpayer is constructing or producing real 
or tangible personal property which:
1) Has a class life of 20 years or more,
2) Has an estimated production period exceeding 
two years, or
3) Has an estimated production period exceeding 
one year and a cost exceeding $1,000,000.
c) Eliminate interest expense on debts with 
respect to group term life insurance policies 
(purchased after June 20, 1986) on owners and 
key employees to the extent that the total of 
such loans exceed $50,000.
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C) DEDUCTIONS - C11 - continued DONE DONE N/A EXPLANATIONS
d) Determine that interest is not claimed for any 
loan made or renewed after 1986 from a quali­
fied retirement plan to a key employee or if 
such loan is guaranteed by 401(k) deferrals.
C12) Consider the charitable contribution limitations. 
C13) List all non-cash contributions separately. When
the total claimed value of all contributed pro­
perty exceeds $500 and/or the value of one item 
exceeds $5,000, complete the applicable section of 
Form 8283.
C14) Review all personal casualty gains and losses for 
proper reporting.
C15) Consider vacation home deduction limitations.
D) DEPRECIATION
D1) Consider various depreciation methods and lives 
(for 1987 acquisitions consult Rev. Proc. 87-57 
tables):
a) Consider Section 179 election to expense 
certain depreciable assets up to $10,000. 
Reduce $10,000 ceiling by expensable property 
purchased during the year exceeding $200,000. 
Limit expense to taxable income from active 
trade or business.
b) For acquisitions of real estate, other than 
low-income housing, after January 1, 1981, 
determine that ACRS depreciation deductions are 
computed using the appropriate 15, 18 or 19- 
year life and percentage, or if straight-line 
depreciation is elected, over 18 (or 19 if 
applicable), 35 or 45 years. Note that for 
acquisitions after March 15, 1984 ACRS life is 
18 years and after May 8, 1985 it is 19 years. 
c) For acquisitions of real estate on or after 
January 1, 1987, determine if property is 
residential or non-residential property. 
Determine that modified ACRS (MACRS) 
depreciation deductions are computed using 
straight-line, mid-month convention, 27.5-year 
life for residential rental and 31.5-year life 
for non-residential real property.
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D) DEPRECIATION - D1 - continued DONE DONE N/A EXPLANATIONS
d) For acquisitions on or after January 1, 1987, 
has the ADR class life been determined for each 
asset placed in service and the appropriate 
depreciation method utilized?    
e) Determine the applicable convention (e.g. half- 
year, mid-quarter). If more than 40% of MACRS 
property (except 27.5-year residential rental 
property and 31.5-year non-residential real 
property) is placed in service during the last 
three months of the year substitute mid-quarter 
 for half-year convention.    
f) For leasehold improvements made after December
31, 1986, determine that the cost is being 
recovered over the applicable recovery period, 
REGARDLESS of the lease period.    
g) Consider electing the alternative depreciation 
system for qualifying ACRS property purchased 
during the year.    
h) Consider electing 1987 depreciation methods for 
acquisitions after July 31, 1986.    
D2) Make adjustments for depreciable assets which are 
demolished, obsolete, abandoned and/or out of 
service. Consider the investment credit 
recapture.    _________________
D3) For assets placed in service after June 18, 1984, 
that are used partly for business and partly for 
personal use (i.e., autos, computers, airplanes, 
boats):
a) For autos, determine that the depreciation 
deduction does not exceed the maximum allowable 
under the luxury auto rules.    
b) For autos, determine that if the business usage 
is less than 50%, depreciation is computed 
using the mandatory five-year straight-line 
method. For MACRS property, use MACRS 
alternative depreciation system.     
c) Determine that, for all other mixed-use 
property, if the business usage is less than 
50%, depreciation is computed using the 
mandatory 12-year straight-line method.    
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D) DEPRECIATION - D3 - continued DONE DONE   N/A... EXPLANATIONS
d) For leased vehicles and property, determine 
business and personal usages and calculate 
appropriate income to be reported by referring 
to the IRS tables.    
e) Inquire if the taxpayer has kept the required 
records indicating the business and personal 
use of property.    
f) For listed property acquired after April 1984, 
determine recapture if business use is less 
than 50%. ----- ----- ----- -----------
D4) Determine if property/equipment leases are 
operating leases or capital leases.    
D5) Form 4562:
a) Reconcile all listed property to the form.    
b) Reconcile all non-listed property to the form.    
c) Complete all questions regarding personal use 
of listed property.    
d) Reconcile totals on depreciation schedule to 
form. _____ _____ _____ ___________
e) Determine that all amortizable items are 
separately stated and the proper Code Section 
cited.    _________________
TAX COMPUTATION AND CREDITS
E1) Alternative minimum taxable income must be 
computed by making the following adjustments to 
taxable income:
a) Property placed in service after December 31, 
1986 must be recomputed using an alternative 
system; generally, 
____Type_______ Method Period
Realty Straight-line 40 years
Personal property
 with no class life 150 DB 12 years
Other personal 
property 150 DB Class Life    
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b) Mining, exploration and development costs must 
be capitalized and amortized over a ten-year 
period.
c) Income from long-term contracts entered into 
after February 28, 1986 must be computed using 
the percentage-of-completion method of 
accounting.
d) The installment sale method is disallowed for 
the following types of sales:
1) The sale of personal property by person who 
regularly disposes such property.
2) The sale of realty held for sale in the 
ordinary course of business.
3) The sale of realty used in trade or 
business, or for production of rental 
income, where the sales price exceeds 
$150,000.
e) An AMT net operating loss (NOL) deduction is 
allowed in place of the regular NOL deduction. 
Post-1986 AMT NOL is available only to extent 
of 90% of pre-NOL AMTI.
f) If different, calculations requiring tax basis 
must use the AMT adjusted basis.
g) Itemized deductions adjusted for the following 
AMT rules:
1) No deduction is allowed for taxes or 
miscellaneous itemized deductions.
2) Medical expenses are subject to a 10% floor. 
3) Qualified housing interest expense is 
restricted. _____ _____ _____ ___________
4) No phase-in is allowed for personal or 
investment interest expense. _____ _____ _____ ___________
5) Because of (a) above, state refunds are 
excluded from AMTI. _____ _____ _____ ___________
h) The following preference items must be added:
1) Excess depletion. _________ __  __________________
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E) TAX COMPUTATIONS AND CREDITS - El(h) - continued DONE DONE N/A EXPLANATIONS
2) Excess intangible drilling costs.    
3) The spread between the fair market value at 
the time of exercise and the purchase price 
of incentive stock options.    
4) Tax-exempt interest on private activity
bonds issued after August 7, 1986.    
5) Appreciated property charitable deduction 
less the adjusted basis.    
6) Accelerated depreciation on property placed 
in service before January 1, 1987.    
i) Consider special rules denying certain losses
for AMT purposes.
1) Net passive activity losses as adjusted for 
tax preferences (see Form 8582) .    
2) Certain farm losses.    
3) Insolvent taxpayers.    
j) Consider only foreign tax credit in AMT
computation.    
E2) Consider the following tax credits:
a) Child care credit.    
b) Credit for the elderly.    
c) Residential energy credit carryover.    
d) Business energy credits.    
e) Foreign tax credit.    
f) Investment tax credit (rehabilitation, 
transition and carryovers).    
g) Jobs credit.    
h) Credit for federal tax on gasoline, special
fuels and lubricating oil.    
i) Earned income credit.    
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E) TAX COMPUTATIONS AND CREDITS - continued DONE DONE N/A EXPLANATIONS
E3) Determine if, based upon the nature of the income 
and deductions and the sale of assets, etc., the 
taxpayer is subject to:
a) Self-employment tax.
b) Investment credit recapture.
c) Social security tax on tip income.
d) Tax on IRA premature distributions or 
overfunding.
e) Maximum 28% rate on long-term capital gains 
(Schedule D, Part IV).
E4) Confirm with the taxpayer the amounts and dates of 
any federal, state and local estimated tax 
deposits for the year.
E5) Determine if the taxpayer has paid excess FICA tax 
for which credit should be claimed.
E6) If withholding and estimated tax payments are less 
than 90% of the tax liability, file Form 2210.
E7) Consider changes needed in estimated tax for the 
forthcoming year and set up estimated tax 
payments.
F) OTHER REQUIREMENTS
Fl) If the taxpayer sold a partnership interests 
during the year, was the appropriate information 
given to the partnership to enable it to prepare 
Form 8308.
F2) Determine whether the taxpayer needs to complete 
IRS Form 8271, Investor Reporting of Tax Shelter 
Registration, for use by investor in reporting 
shelter I.D. number.
F3) Consider capitalizing carrying charges (interest, 
taxes, etc.) on non-productive property.
F4) Consider the election to forego the net operating 
loss carryback:
a) If electing to forego - attach required 
statement.
b) If carrying back - prepare 1045 or 1040X.
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F) OTHER REQUIREMENTS - continued DONE DONE N/A EXPLANATIONS
F5) Consider all options for lump-sum distributions 
from retirement plans:
a) The one-time election for five-year averaging 
available only after age 59 1/2.    
b) The election to treat the capital gains portion 
as ordinary income.    
c) The transition rule - taxpayers reaching age 50 
before 1986 have a one-time election to:
1) Elect capital gains without regard to five- 
year phase-out, and    
2) Elect either five-year averaging with 
current year rates or ten-year averaging 
with 1986 tax rates.    
d) The election to report certain Pre-March 15, 
1987 distributions as 1986 income using ten- 
year averaging.
F6) Inquire if the taxpayer can substantiate by 
adequate records, as required under IRC Section 
274, expenses claimed for entertainment, gifts, 
travel, conventions, and listed property. (Note - 
$25 limit on gifts.)
F7) Limit meals and entertainment deduction to 80%. 
(Inquire if there are any employee events, 
qualified banquets, etc., that qualify for 100% 
deduction.)
F8) Consider that Section 6661 provides a 25% penalty 
for substantial understatement of tax liability.
a) If this penalty could result from any income, 
deduction or loss item, then:
1) Consider if substantial authority exists for 
the income, deduction or loss item in 
question. If not, consider disclosure.
2) Consider advising the taxpayer, in writing, 
of the 25% penalty.
F9) Inquire if the taxpayer made gifts in excess of 
$10,000 (or any applicable state minimum) to any 
individual during the year. Include gifts in 
connection with below-market loans to related
parties.
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F10) Prepare state income tax returns. Review each 
state's modification requirements.
F11) Attach extension requests to tax returns.
F12) Prepare filing instructions and transmittal letter 
to the taxpayer.
F13) Advise any taxpayers with HR-10 Plans of the 
return filing requirements.
F14) Consider need to disclose taxable income 
information to preparer of returns of dependents 
under the age of 14.
F15) Note any tax planning suggestions below.
COMMENTS OR EXPLANATIONS:
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Client Name:.____________________________________ Client Number:
Interviewed by: Date Completed/Hours :
Prepared by:Date Completed/Hours:
Reviewed by:.____________________________________ Date Completed/Hours:
Return Due Date: Extension Due Date:
NOT COMMENTS OR
A) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
A1) Review the trust or estate's name, address, fiscal 
year, type of entity, identification number and 
date entity was created.    
A2) Review prior year returns, review memos, work 
papers and correspondence files.    
A3) If the trust or estate has been examined by the 
Internal Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Verify that the agent's adjustments have been 
entered in the trust's records.    
c) If any of the agent's adjustments affect the 
income tax returns of years other than those 
audited, make appropriate amendments.
d) Determine whether amended state tax returns 
should be filed to reflect adjustments.
A4) Verify that a copy of the trust or will is in the 
permanent file and document the various provisions 
which determine the tax treatment of income, 
corpus and distributions.
A5) Check for the following carryover items:
a) Prior year overpayment credited to estimate.
b) Net operating loss.
c) Capital loss.
d) Investment credit (compute % reduction).
e) Installment sales.
f) Foreign tax credit.
g) Other general business credits.
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NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
A6) Inquire if the trust or estate has made or 
received any below-market loans after June 6, 
1984. If so, determine imputed interest conse­
quences .
A7) Determine method of accounting - cash, accrual or 
other.
A8) Review prior year returns for items which may have 
an effect upon or require similar treatment in the 
current year.
A9) Check if any of the beneficiaries' names or 
addresses changed during the taxable year.
A10) Determine if there has been any change in income 
interests of beneficiaries during the year and 
document.
All) For a complex trust, determine accounting income 
as provided under the trust document.
.B) INCOME
Bl) Compare sources of dividends and interest income 
with prior year items. Identity of payer should 
agree with 1099 (i.e., income on securities held 
in brokerage account.)
B2) Review dividends in order to segregate taxable, 
non-taxable and capital gain portions.
B3) Update the trust or estate carryforward data 
schedule for any non-taxable dividends or 
dividends reinvested.
B4) Determine if the trust or estate had investment 
income from foreign companies and if tax was 
withheld at the source.
B5) Disclose exempt interest on state and municipal 
bonds on the federal return.
B6) Exclude interest on United States securities from 
the state returns. Consider whether municipal 
bond interest excluded on federal should be added 
back on state return.
B7) Review reporting of any state tax refunds based on 
the tax benefit rule.
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B) INCOME - continued
B8) For all businesses of the trust:
DONE DONE N/A EXPLANATIONS
a) Are accounting methods used comparable to the 
preceding period?
b) Consider the required change to the specific 
charge-off method for bad debts. Pre-1987 bad 
debt reserves to be taken into income ratably 
over four years beginning in 1987.
c) Consider the uniform capitalization rules 
implemented by the 1986 Act, effective January 
1, 1987 regardless of the fiscal year (this 
applies to self-constructed assets, resalers 
with average receipts in excess of $10 million 
including attribution and all manufacturers).
1) Determine that all costs are included - 
those capitalized under old law full 
absorption, as well as a portion of 
following costs required under the 1986 Act:







H) Retirement plan contributions.
I) Rework labor/scrap/spoilage.
J) Purchasing.
K) Bidding expense on awarded contracts.
L) Storage.
M) Quality control.
2) Consider advantages and disadvantages of 
electing the "simplified" method for 
resalers.
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B) INCOME - B8(c) - continued DONE DONE N/A EXPLANATIONS
3) Consider interest capitalization rules for 
debt incurred to produce property.
4) If the beginning inventory is revalued, 
ascertain the amount of adjustment required 
for the beginning inventory due to the 
change in method of accounting (Section 
481). Ascertain Section 481 forward spread 
period (not to exceed four years).
5) For farmers and ranchers, consider 1987 one­
time election out of uniform capitalization 
rules.
d) For long-term contracts entered into after 
February 28, 1986:
1) Determine that trusts or estates reporting 
under the completed-contract method 
recognize 40% of the related income on the 
percentage-of-completion method. (Excep­
tions - contracts completed within two years 
and annual average company receipts less 
than $10 million.)
2) Consider the 1986 Act modification to the 
percentage-of-completion method:
A) Completion percentage based on costs, not 
work performed.
B) Expanded requirement to capitalize costs 
similar to uniform capitalization rules. 
C) Requirement to compute prior year 
estimate inaccuracies with actual costs 
at completion of the contract and pay 
interest on related unpaid prior year 
taxes ("Look-Back Rule").
e) Determine whether the trust or estate has 
filed, by paper and/or magnetic media, all the 
informational returns (1099's) and whether they 
have included the personal use portion of 
autos, etc., in the employee’s W-2. The filing 
requirement penalties in this area are 
significant, and the trust or estate should be 
apprised of their obligations if it is deemed 
necessary.
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NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
B9) Sale or other dispositions of property:
a) For installment sales after June 6, 1984, 
determine that the full amount of depreciation 
recapture (both Sections 1245 and 1250 
property) is reported in the year of sale even 
if no payments are received in that year.
b) Review installment sales for appropriate 
interest rates on debt instruments received in 
connection with sale. Determine whether there 
is any interest rate/income adjustments 
necessary.
c) Consider the two payment requirement for sales 
by dealers in tax years beginning after June 
22, 1987 (Rev. Rul. 87-48).
d) Consider limitations on installment gain 
deferrals as a result of seller indebtedness 
(new Section 453C).
1) Determine if the trust or estate has 
additional taxable income to report 
currently because of indebtedness during the 
year and any of the following apply:
A) Any installment sales after February 28, 
1986 of personal property by a "dealer.”
B) Any installment sales after February 28, 
1986 of real property held for sale to 
customers in the ordinary course of 
business.
C) Any installment sales after August 16, 
1986 of real property used in the trust 
or estate's business or held for 
production of rental income if sale price 
exceeds $150,000.
2) Consider the following elections:
A) If applicable, the election to pay 
interest on deferred tax benefit in lieu 
of applying allocable installment 
indebtedness (AII) rules to qualified 
sales of timeshares and residential lots.
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B) INCOME - B9(d)(2) - continued DONE DONE N/A EXPLANATIONS
B) Consider electing out of installment 
reporting. (Reminder - sales subject to ' 
the AII rules are treated as cash sales 
for minimum tax purposes.)    
3) Special rules and exceptions:
A) Consider three-year and two-year ratable 
inclusion rules that apply to AII that 
arise during the first two tax years 
ending after December 31, 1986.    
B) Consider that sales occurring after
February 28, 1986, or, if applicable, 
August 16, 1986, are "deemed to arise" in 
the first year ending after December 31, 
1986. _____ _____ _____ ___________
C) Consider aggregation requirements for 
related entities.
D) Consider exceptions for:
i) Personal use property and property 
used or produced in the business of 
farming.
ii) Certain sales by manufacturers to 
dealers.
e) If another property was sold, exchanged, or 
involuntarily converted during the year, 
consider the provisions relating to:
1) Non-recognition of gain or loss.
2) Recapture of depreciation and/or investment 
tax credit (home office and related equip­
ment) .
f) Review the possibility of the wash sale rules 
being applicable to stock sales.
g) Inquire whether the trust or estate has any 
worthless securities or other bad debts to be 
reflected in the current year return.
h) If there are any Section 1231 gains, determine 
the amounts, if any, subject to ordinary income 
treatment as a result of prior years' Section 
1231 losses.
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B) INCOME - continued DONE DONE N/A EXPLANATIONS
B10) Review all K-1's to determine that all items have 
been properly included.    
B11) Passive activity:
a) Losses from an activity may be limited if the 
trust or estate has any of the following (see 
Passive Activity Checklist):
1) The trust or estate is involved in a trade 
or business in which the trust does not 
materially participate.    
2) The trust or estate has any rental activity 
other than hotels, car rentals and similar 
activities in which substantial services are 
provided.    _________________
3) The trust or estate is a limited partner or
S corporation shareholder.    
b) Working interests in oil and gas properties
(except if held in a limited partnership or S
corporation) are generally excluded from
passive activity limitations.    
c) If the return is for a trust, determine if the 
$25,000 exemption from passive loss rule 
applies for actively managed real estate.    
B12) Determine that the short-period income from
partnerships, S corporations and trusts changing 
to the calendar year has been properly included:
a) Four year ratable inclusion.    
b) Partners and S shareholders should consider the 
election to report all in 1987.    
c) Prepare schedules of carryforwards.    
B13) If the trust is an estate determine if the proper 
allocation has been made for all items of income, 
deductions and credits between decedents final 
return and this return.
C) DEDUCTIONS
C1) Complete Schedule C or F (Form 1040) for schedule 
of cost of operations and verify that beginning 
and ending inventory agree with Schedule L.
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C2) Inquire whether the trust or estate can 
substantiate by adequate records, as required 
under IRC Section 274(d), expenses claimed for 
entertainment, entertainment facilities and gifts 
travel. Limit meals and entertainment to 80%.
C3) Prepare a schedule of other deductions. For 1987 
returns apply the 2% limitation to expenses other 
than direct trust or estate expenses.
C4) Determine if the trust or estate is entitled to an 
estate tax deduction on income in respect of a 
decedent and allocate between the beneficiaries 
and estate or trust.
C5) Investment interest:
a) Limit the trust or estate's deduction for 
investment interest to net investment income.
b) Consider the phase-out of the $10,000 
deductible amount (65% allocation in 1987).
c) Reduce net investment income by net passive 
activity losses (other than rental real estate 
activities in which the trust or estate 
actively participates) which are allowed by 
virtue of the phase-out provisions.
d) In computing net investment income, investment 
expenses are allowed after the application of 
the 2% adjusted gross income floor.
C6) Personal interest:
a) Deduct only 65% of the interest attributable 
to personal items.
b) Treat interest on tax deficiencies as personal 
interest.
C7) Allocation of interest expense:
a) Determine that the proper allocations have 
been made dividing interest expense among:
1) Trade or business expenditures.
2) Investment expenditures.
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C) DEDUCTIONS - C7(a) - continued DONE DONE N/A EXPLANATIONS
3) Passive activity expenditures.
4) Former passive activity expenditures.
5) Personal expenditures.
6) Tax-exempt investments.
b) For interest on debts allocated to more than 
one expenditure, determine that the proper 
ordering of loan repayments has been 
considered.
c) Determine that the debt has been properly 
reallocated to expenditure when either:
1) The subject of first expenditure has been 
disposed of and the proceeds are used for 
another expenditure, or
2) The character of the expenditure has 
changed.
C8) Other interest considerations:
a) Treat amortizable bond premiums (for bonds 
acquired after October 22, 1986) as interest 
expense.
S) DEPRECIATION
D1) Consider various depreciation methods and lives 
(for 1987 acquisitions consult Rev. Proc. 87-57 
tables):
a) Determine that no Section 179 election to 
expense certain depreciable assets has been 
made since this election is not allowed to 
estates and trusts.
b) For acquisitions of real estate, other than 
low-income housing, after January 1, 1981, 
determine that ACRS depreciation deductions are 
computed using the appropriate 15, 18 or 19- 
year life and percentage, or if straight-line 
depreciation is elected, over 18 (or 19 if 
applicable), 35 or 45 years. Note that for 
acquisitions after March 15, 1984, ACRS life is 
18 years and after May 8, 1985 it is 19 years. 
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D) DEPRECIATION - D1 - continued DONE DONE N/A EXPLANATIONS
c) For acquisitions of real estate on or after 
January 1, 1987, determine if property is 
residential or non-residential property. 
Determine that modified ACRS (MACRS) 
depreciation deductions are computed using 
straight-line, mid-month convention, 27.5-year 
life for residential rental and 31.5-year life 
for non-residential real property.    
d) For acquisitions on or after January 1, 1987, 
has the ADR class life been determine for each 
asset placed in service and appropriate depre­
ciation method utilized?    
e) Determine the applicable convention (e.g. half- 
year, mid-quarter). If more than 40% of MACRS 
property (except 27.5-year residential rental 
property and 31.5-year non-residential real 
property) is placed in service during the last 
three months of the year substitute mid-quarter 
for half-year convention.
f) For leasehold improvements made after December 
31, 1986, determine that the cost is being 
recovered over the applicable recovery period, 
REGARDLESS of the lease period.
g) Consider electing the alternative depreciation 
system for qualifying ACRS property purchased 
during the year.
h) Consider electing 1987 depreciation methods for 
acquisitions after July 31, 1986.
D2) Make adjustments for depreciable assets which are 
demolished, obsolete, abandoned and/or out of 
service. Consider investment credit recapture.
D3) For assets placed in service after June 18, 1984, 
that are used partly for business and partly for 
personal use (i.e., autos, computers, airplanes, 
boats):
a) For autos, determine that the depreciation de­
duction does not exceed the maximum allowable 
under the luxury auto rules.
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D) DEPRECIATION - D3 - continued DONE DONE N/A EXPLANATIONS
b) For autos, determine that if the business usage 
is less than 50%, depreciation is computed 
using the mandatory five-year straight-line 
method. For MACRS property, use MACRS 
alternative depreciation system.    
c) Determine that, for all other mixed-use 
property, if the business usage is less than 
50%, depreciation is computed using the 
mandatory 12-year straight-line method.    
d) For leased vehicles and property, determine the 
business and personal usages and calculate the 
appropriate income to be reported by referring 
to the IRS tables.    
e) Inquire if the trust or estate has kept the 
required records indicating the business and 
personal use of property.    
f) For listed property acquired after April 1984, 
determine the recapture if the business usage 
is less than 50%.    
D4) Determine if property/equipment leases are 
operating leases or capital leases.
D5) Complete Schedule K-1 line 4(b) and (c) for each 
beneficiary.
E) TAX COMPUTATION AND CREDITS
El) Alternative minimum taxable income must be com­
puted by making the following adjustments to 
taxable income:
a) Property placed in service after 12/31/86 must 
be recomputed using an alternative system; 
generally,
Type Method Periods
Realty Straight-line 40 years
Personal property 
with no class life 150DB 12 years
Other personal property 150DB Class Life 
b) Mining, exploration and development costs must 
be capitalized and amortized over a 10-year 
period.
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c) Income from long-term contracts entered into 
after February 28, 1986 must be computed using 
the percentage-of-completion method of 
accounting.
The installment sale method is disallowed for 
the following types of sales
1) The sale of personal property by a person 
who regularly disposes such property.
2) The sale of realty held for sale in the 
ordinary course of business.
d)
3) The sale of realty used in trade or 
business, or for production of rental 
income, where the sale price exceeds 
$150,000.
e) An AMT net operating loss (NOL) deduction is 
allowed in place of the regular NOL deduction. 
Post-1986 AMT NOL is available only to extent 
of 90% of pre-NOL AMTI.
f) If different, calculations requiring tax basis 
must use the AMT adjusted basis
g) Itemized deductions adjusted for the following 
AMT rules:
1) No deduction is allowed for taxes or 
miscellaneous itemized deductions.
2) No phase-in is allowed for personal or 
investment interest expense.
h) The following preference items must be added:
1) Excess depletion.
2) Excess intangible drilling costs.
■ 3) Tax-exempt interest on private activity bonds issued after August 7, 1986.
4) Accelerated depreciation on property placed 
in service before January 1, 1987.
i) Consider special rules denying certain losses 
for AMT purposes.
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E) TAX AND COMPUTATION AND CREDITS - El(i) - continued
1) Net passive activity losses as adjusted for 
tax preferences (see Form 8582).
2) Certain farm losses.
3) Insolvent trusts.
j) Consider only foreign tax credits in AMT 
computation.
E2) Consider the following tax credits:
a) Business energy credits.
b) Foreign tax credit.
c) Investment tax credit (rehabilitation, 
transition and carryovers).
d) Credit for federal tax on gasoline, special 
fuels and lubricating oil.
e) Prepare schedules that reflect each 
beneficiaries' share of credits.
E3) Determine if, based upon the nature of the income 
and deductions and the sale of assets, etc., the 
trust or estate is subject to:
a) Investment credit recapture.
b) Maximum 28% rate on long-term capital gains 
(Schedule D, Part IV).
E4) Distribute each item on the beneficiaries' K-1's 
in accordance with provisions of the trust 
agreement or will.
E5) Reconcile accounting income per books with distri­
butable net income.
E6) Confirm with trust or estate the amounts and dates 
of any federal, state and local estimated tax 
deposits for the year.
E7) If withholding and estimated tax payments are less 
than 90% of the tax liability, file Form 2210.
E8) Consider changes needed in estimated tax for the 
forthcoming year and set up estimated tax pay­
ments .
DONE DONE N/A EXPLANATIONS
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F) OTHER REQUIREMENTS DONE DONE N/A EXPLANATIONS
F1) If the trust or estate sold partnership interests
during the year, was the appropriate information
given to the partnership to enable it to prepare
Form 8308. ----- ----- ----- -----------
F2) Determine whether the trust or estate needs to
complete IRS Form 8271, Investor Reporting of Tax
Shelter Registration, for use by investor in
reporting shelter I.D. number.    
F3) Consider capitalizing carrying charges (interest, 
taxes, etc.) on non-productive property.    
F4) Consider the election to forego the net operating
loss carryback:
a) If electing to forego - attach required 
statement.    _________________
b) If carrying back - prepare amended 1041.    
F5) Consider that Section 6661 provides a 25% penalty 
for substantial understatement of tax liability.
a) If this penalty could result from any income, 
deduction, or loss then:
1) Consider if substantial authority exists for 
the deduction or loss item in question. If 
not, consider disclosure.    
2) Determine if the trust is a tax shelter for 
purposes of Section 6661?    
3) Consider advising the trustees, in writing, 
of the 25% penalty.    
F6) Determine if return trust payments of estimated 
tax should be allocated to beneficiaries and file 
return in 65-day time period.    
F7) Complete Schedule K-1 line 4(b) and (c) for each 
beneficiary.    
F8) Prepare state income tax returns. Review each 
state's modification requirements.    
F9) Attach extension requests to tax returns.    
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NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
F10) Prepare filing instructions and transmittal letter 
to the trustee.
F11) Note any tax planning suggestions below:
COMMENTS OR EXPLANATIONS:
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Client Name: Client Number:
Interviewed by  Date Completed/Hours :
Prepared : Date Completed/Hours:
Reviewed by  Date Completed/Hours:
Return Due Date: Extension Due Date:
NOT COMMENTS OR
A) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
A1) Review the partnership's name, address, fiscal 
year, business code, identification number and 
date business started.    
A2) List the name, address and identifying number of 
the "Tax Matters" partners on Page 4.    
A3) Review prior year returns, review memos, work 
papers and correspondence files.    
A4) If the partnership has been examined by the 
Internal Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Determine that the agent's adjustments have 
been entered in the partnership’s records.    
c) If any of the agent's adjustments affect the 
income tax returns of years other than those 
audited, make the appropriate amendments.    
d) Determine whether amended state tax returns 
should be filed to reflect adjustments.    
A5) Verify that a copy of the partnership agreement is 
in the permanent file, or document why this is 
thought to be a partnership for federal income tax 
purposes. Verify where the authority for 
allocation of gains or losses originates, as 
requested under Section 704(b).    
A6) Inquire whether the partnership has made or 
received any below-market-rate term or demand 
loans after June 6, 1984. If so, determine 
imputed interest consequences.    
A7) Determine method of accounting - cash, accrual or 
other.    _________________
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NOT COMMENTS OR
A) GENERAL INFORMATION - continued DONE DONE N/A EXPLANATIONS
A8) If the partnership is a cash basis partnership, 
determine if the accrual basis is required to be 
used (i.e., gross receipts in excess of $5 
million) or does the partnership meet the 
"Function Exception."
A9) If the partnership has a corporate partner or is a 
tax shelter, determine whether the cash method of 
accounting may be used.
A10) Determine if the partnership is a limited 
partnership.
All) Review prior year's return Schedule M, Columns D 
and E for items which may have an effect upon or 
require similar treatment in the current year.
A12) Check if any of the partners’ addresses changed 
during the taxable year.
A13) Determine if there has been any change in the 
partnership's ownership during the year and 
document.
A14) If there has been a change in ownership by death 
of a partner, transfer between partners or sale of 
an interest, consider the optional adjustment to 
basis of partnership property under IRC Section 
754.
A15) Determine whether property has been contributed by 
a partner after March 31, 1984, and if so, that 
all items of income, gain, loss and deductions are 
shared among the partners to take into account the 
variation between the basis of the property to the 
partnership and its value (amended Section 
704(c)(2).
A16) Determine whether the partnership was required to 
register as a tax shelter - if so, place the 
registration number on each K-1.
A17) Consider the requirement that fiscal year 
partnerships must convert to a calendar year 
during 1987 unless the IRS approval is obtained.
A18) Determine if the return is for a short-year. If 
so, review the related requirements.
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a) Consider mag-tape filing requirements for 
1099's and W-2's.
b) Determine whether the partnership has filed all 
the informational returns (1099's) and whether 
they have included the personal use portion of 
employer property in the employee's W-2 and 
401(k) deferred compensation information.
B) INCOME
B1) Compare sources of portfolio income with prior 
year's return.
B2) Determine that only trade or business (e.g., not 
portfolio or rental) Income is shown on Page 1 of 
Form 1065.
B3) Consider the required change to the specific 
charge-off method for bad debts. Pre-1987 bad 
debt reserve is to be taken into income ratably 
over four years beginning in 1987.
B4) Determine if there were any wash sales of stock or 
securities during the tax year.
B5) Sale of other dispositions of property:
a) For Installment sales after June 6, 1984, 
determine that the full amount of depreciation 
recapture (both Sections 1245 and 1250 
property) was reported in the year of sale if 
no payments were received in that year.
-
b) Review installment sales for appropriate 
interest rates on debt instruments received in 
connection with sale. Determine whether there 
are any interest rate/income adjustments 
necessary.
• c) Consider the two payment requirement for sales by dealers in tax years beginning after June 
22, 1987 (Rev. Rul. 87-48).
d) Consider limitations on installment gain 
deferrals as a result of seller indebtedness 
(new Section 453C).
-3-
PARTNERSHP TAX RETURNS PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1065
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B) INCOME - B5(d) - continued DONE DONE N/A EXPLANATIONS
1) Determine if the partnership has additional 
taxable income to report currently because 
of indebtedness during the year and any of 
the following apply:
A) Any installment sales after February 28, 
1986 of personal property by a “dealer."    
B) Any installment sales after February 28, 
1986 of real property held for sale to 
customers in the ordinary course of 
business.    _________________
C) Any installment sales after August 16, 
1986 of real property used in the 
partnership's business or held for 
production of rental income if the sales 
price exceeds $150,000.    
2) Consider the following elections:
A) If applicable, the election to pay 
interest on deferred tax benefit in lieu 
of applying allocable installment 
indebtedness (AII) rules to qualified 
sales of timeshares and residential lots.    
B) Consider electing out of installment 
reporting. (Reminder - sales subject to 
the AII rules are treated as cash sales 
for minimum tax purposes.)    
3) Special rules and exceptions:
A) Consider three-year and two-year ratable 
inclusion rules that apply to AII that 
arise during the first two tax years 
ending after December 31, 1986.    
B) Consider that sales occurring after 
February 28, 1986, or, if applicable, 
August 16, 1986, are "deemed to arise" in 
the first year ending after December 31, 
1986. _____ _____ _____ ____________
C) Consider aggregation requirements for 
related entities.
D) Consider exceptions for:
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B) INCOME - B5(d)(3)(D) - continued DONE DONE N/A EXPLANATIONS
i) Personal use property and property 
used or produced in the business of 
farming.
ii) Certain sales by manufacturers to 
dealers.
B6) If property was sold or involuntarily converted 
during the year, consider the provisions relating 
to:
a) Non-recognition of gain or loss.
b) Recapture of depreciation and/or investment tax 
credit.
B7) Consider recapture of depreciation and/or 
investment tax credit.
B8) Review January brokerage statements for securities 
traded in December, but settled in January.
B9) Determine if there were any sales or exchanges 
during the year between the partnership and a 
partner, and document them.
B10) Inquire whether the partnership has any worthless 
securities or other bad debts to be reflected in 
the current year's returns.
B11) If the partnership has any of the following 
passive income or losses from an activity, they 
may be required to be separately reported on the 
K-1 schedules (see the Passive Activity 
Checklist):
a) The partnership was involved in a trade or 
business in which it does not materially 
participate.
b) The partnership has any rental activity other 
than hotels, car rentals and similar activities 
in which substantial services are provided.
c) The partnership is a limited partner in another 
partnership.
B12) Working interests in oil and gas properties 
(except if held in a limited partnership or S 
corporation) are generally excluded from passive 
activity limitations.
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B) INCOME - continued
B13) Reconcile income per books with taxable income.
a) Determine that deductions are taken for 
currently deductible deferred charges and 
prepaid expenses.
b) Determine that non-deductible items are not 
expensed on the returns.
C) DEDUCTIONS
DONE DONE N/A EXPLANATIONS
C1) Complete Schedule A and verify that the beginning 
and ending inventory agrees with Schedule L.
C2) Consider the uniform capitalization rules 
implemented by the 1986 Act, effective January 1, 
1987 regardless of the fiscal year (this applies 
to self-constructed assets, resalers with average 
receipts in excess of $10 million including 
attribution, and all manufacturers).
a) Determine that all costs are included - those 
capitalized under the old law full absorption, 
as well as a portion of the following costs 
required under the 1986 Act:
1) Taxes (other than income taxes).
2) Tax depreciation/amortization.





8) Retirement plan contributions.
9) Rework labor/scrap/spoilage.
10) Purchasing.
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NOT COMMENTS OR
C) DEDUCTIONS - C2 - continued DONE DONE N/A  EXPLANATIONS
b) Consider advantages and disadvantages of 
electing "simplified" method for resalers. ____ _   
c) Consider interest capitalization rules for debt 
incurred to produce property.    
d) If the beginning inventory is revalued, 
consider reporting adjustments due to revalued 
beginning inventory balances over a period not 
to exceed four years (Section 481).    
e) For farmers and ranchers, consider 1987 one­
time election out of uniform capitalization 
rules.    _________________
C3) If rental property is subject to a net lease, do 
not deduct interest expense on Schedule H. Enter 
interest on Schedule K only, under investment 
interest. Consider five-year rule and separate 
property rule exception.    
C4) Determine that all guaranteed payments to partners 
for services or use of capital, determined without 
regard to income, have been deducted in computing 
ordinary income, or have been capitalized as 
required.    _________________
C5) Review the partnership's vacation pay policy to 
determine if a deduction is allowable on the 
accrual basis and the accrued vacation will be 
taken/paid within the prescribed period.    
C6) Inquire whether the partnership can substantiate 
by adequate records, as required under IRC Section 
274, expenses claimed for entertainment, 
entertainment facilities, gifts, travel, 
conventions, and listed property (personal/ 
business use of automobiles, etc.) (Note - gifts 
are limited to $25.00).    
C7) Verify that the proper allocations have been made, 
dividing interest expense between:
a) Trade or business expenditures.    
b) Investment expenditures.    
c) Passive activity expenditures.    
d) Former passive activity expenditures.    
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C) DEDUCTIONS - C7 - continued DONE DONE N/A EXPLANATIONS
e) Personal (consumer) expenditures.
f) Tax-exempt investments.
C8) Determine that retirement plan contributions are 
within allowable limits and are properly reported 
on Schedule K and Page 1.
C9) Prepare a schedule of other deductions.
C10) Exclude from deductions premiums on partners' life 
insurance.
C11) Long-term contracts entered into after February 
28, 1986:
a) Determine that partnerships reporting under the 
completed-contract method recognize 40% of 
related income on percentage-of-completion 
method. (Exceptions - contracts completed 
within two years and annual average company 
receipts less than $10 million).
b) Consider the 1986 Act modification to the 
percentage-of-completion method:
1) Completion percentage based on costs, not 
work performed.
2) The expanded requirement to capitalize costs 
similar to uniform capitalization rules (see 
C2) .
3) The requirement to compute prior year 
estimates inaccuracies with actual costs at 
completion of the contract ("Look-Back 
Rule").
C12) Determine that the partnership has not deducted 
interest or expenses accrued to a partner unless 
the partner has included such amounts in income.
C13) Determine that expenses allocable to portfolio 
income have not been deducted on Page 1.
C14) Determine that meals and entertainment expenses 
subject to the 80% rule have not been deducted on 
Page 1, but have been flowed through separately to 
the partners. (Check for employee events, 
qualified banquets, etc. that are deductible in 
full).
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D1) Consider various depreciation methods and lives 
(for 1987 acquisitions consult Rev. Proc. 87-57 
tables):
a) Consider Section 179 election to expense 
certain depreciable assets up to $10,000. 
Reduce $10,000 ceiling by expensable property 
purchased during the year exceeding $200,000. 
Limit expense to taxable income from active 
trade or business.
b) For acquisitions of real estate, other than 
low-income housing, after January 1, 1981, 
determine that ACRS depreciation deductions are 
computed using the appropriate 15, 18 or 19- 
year life and percentage, or if straight-line 
depreciation is elected, over 18 (or 19 if 
applicable), 35 or 45 years. Note - for 
acquisitions after March 15, 1984, ACRS life is 
18 years and after May 8, 1985 it is 19 years. 
c) For acquisitions of real estate on or after 
January 1, 1987, determine if property is 
residential or non-residential property. 
Determine that modified ACRS (MACRS) 
depreciation deductions are computed using 
straight-line, mid-month convention, 27.5-year 
life for residential rental and 31.5-year life 
for non-residential real property.
d) For acquisitions on or after January 1, 1987, 
has the ADR class life been determined for each 
asset placed in service and the appropriate 
depreciation method utilized?
e) Determine the applicable convention (e.g. half- 
year, mid-quarter). If more than 40% of MACRS 
property (except 27.5-year residential rental 
property and 31.5-year non-residential real 
property) is placed in service during the last 
three months of the year substitute mid-quarter 
for
f) For leasehold improvements made after December 
31, 1986, determine that the cost is being 
recovered over the applicable recovery period, 
REGARDLESS of the lease period.
g) Consider electing the alternative depreciation 
system for qualifying ACRS property purchased 
during the year.
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h) Consider electing 1987 depreciation methods for 
acquisitions after July 31, 1986.
D2) Make adjustments for depreciable assets which are 
demolished, obsolete, abandoned and/or out of 
service. Consider investment credit recapture.
D3) For assets placed in service after June 18, 1984 
that are used partly for business and partly for 
personal use (i.e. autos, computers, airplanes, 
boats):
a) For autos, determine that the depreciation 
deduction doe not exceed the maximum allowable 
under the luxury auto rules.
b) For autos, determine that if business usage is 
less than 50%, depreciation is computed using 
the mandatory five-year straight-line method. 
For MACRS property use MACRS alternative 
depreciation system.
c) Determine that, for all other mixed-use 
property, if business usage is less than 50%, 
depreciation is computed using the mandatory 
12-year straight-line method.
d) For leased vehicles and property, determine 
business and personal usages and calculate 
appropriate income to be reported by referring 
to the IRS tables.
e) Inquire if the partnership has kept the 
required records indicating the business and 
personal use of the property.
f) For listed property acquired after April 1984, 
determine recapture if business usage is less 
than 50%.
D4) Determine if property/equipment leases are 
operating leases or capital leases.
D5) Form 4562:
a) Reconcile all listed property to the form. 
b) Reconcile all non-listed property to the form. 
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D) DEPRECIATION - D5 - continued
c) Complete all questions regarding personal use 
of listed property.
d) Reconcile totals on depreciation schedule to 
form.
e) Determine that all amortizable items are 
separately stated and the proper Code Section 
cited.
E) PARTNER DATA
DONE DONE N/A EXPLANATIONS
El) Passive activity information:
a) Indicate which partners "actively participate" 
in rental real estate activities of the 
partnership.
b) Indicate which partners "materially 
participate" in the trade or business of the 
partnership.
E2) If the partnership has acquired real estate after 
December 31, 1986 or a partner has acquired an 
interest in the partnership after December 31, 
1986, have the "at-risk" rules been applied?
E3) For passive activity determination, if the 
partnership started or acquired a new activity 
after October 22, 1986 or a partner's ownership 
interest increased after October 22, 1986, supply 
the partner with the required information with 
respect to such new activity or ownership 
increase.
E4) Verify that the beginning and ending total 
partners' capital figures on Schedule L agree with 
the reconciliation of partners' capital accounts - 
Schedule M.
E5) Complete each partner's reconciliation of capital. 
Run tapes of each column to verify that the total 
agrees to the corresponding column on Schedule M - 
Form 1065.
E6) Properly reflect each partners' share of eligible 
tax credits.
E7) Determine the allocation of the partnership's 
recourse and non-recourse liabilities and enter 
separately on each partner's Schedule K-1.
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E) PARTNERSHIP DATA - continued DONE DONE N/A EXPLANATIONS
E8) Distribute each item on Schedule K among the K-1's 
in accordance with provisions of the partnership 
agreement.    _________________
E9) Determine that proper reporting has been provided 
for all items requested on Schedule K-1 that 
affect partners' tax liability. Particular 
attention should be given to items affected by the 
1986 TRA; such as:
a) Ordinary trade or business income.    
b) Rental activities.    
c) Portfolio income and related deductions.    
d) Passive activity data.    
e) Partner’s medical insurance.    
f) Meals and entertainment expenses.    
E10) Segregate all tax preference items and list on the 
appropriate line of Schedule K.    
 
Ell) Prepare schedules that reflect each partner’s 
share of property subject to investment credit 
recapture.    _________________
E12) Inform partners that income for the short-year is 
reportable ratably over four years unless election 
is made.    _________________
F) OTHER REQUIREMENTS
Fl) Compute net earnings from self-employment and 
enter on Schedule K.
F2) If a tiered partnership arrangement exists, review 
Section 706(c)(2)(b) and 706(d) regarding 
allocation rules.
F3) Consider that Section 6661 provides a 25% penalty 
for substantial understatement of tax liability.
a) If this penalty could result from any income, 
deduction, or loss item, then:
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F) OTHER REQUIREMENTS - F3(a) - continued DONE DONE N/A EXPLANATIONS
1) Consider if substantial authority exists 
for the item in questions. If not, 
consider disclosure.
2) Determine if the partnership is a tax 
shelter for purposes of Section 6661.
3) Consider advising the partnership, in 
writing, of the 25% penalty.
F4) If the partnership interest was sold during the 
year, prepare the appropriate Form 8308.
F5) Prepare state tax returns. Review each state's 
modification requirements.
F6) Attach extension requests to tax returns.
F7) Prepare filing instructions and transmittal letter 
to the partnership.
F8) Advise the partnership to have its retirement 
plans reviewed to determine if they are in 
compliance in light of changing circumstances and 
the recent tax law changes.
COMMENTS OR EXPLANATIONS:
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
Client Name:  Client Number:
Interviewed by: Date Completed/Hours:
Prepared  Date Completed/Hours:
Reviewed by: Date Completed/Hours:
Return Due Date: Extension Due Date:
NOT COMMENTS OR
A) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
Al) Review the corporation's name, address, fiscal 
year, incorporation date, business code and 
identification number.    
A2) Review prior year returns, review memos, work 
papers and correspondence files.    
A3) If the corporation has been examined by the 
Internal Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Verify that the agent's adjustments have been 
entered on the corporation's records.    
c) If any of the agent's adjustments affect the 
income tax returns of years other than those 
audited, make appropriate amendments.    
d) Determine whether amended state tax returns 
should be filed to reflect adjustments.    
A4) Check for the following carryover items:
a) Net operating loss.    
b) Capital loss.    
c) Investment credit (compute % reduction).    
d) Charitable contributions.    
e) Installment sales.    
f) Jobs credit.    
g) Foreign tax credit.    
h) Retirement plan contribution.    
i) Research tax credit.    
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
A) GENERAL INFORMATION - A4 - continued
j) General business credits.
k) Energy credits.
1) ESOP tax credit (PAYSOP).
A5) Inquire whether the taxpayer has made or received 
any below-market-rate loans made after June 6, 
1984. If so, determine imputed interest 
consequences.
A6) Determine officers' compensation and complete 
Schedule E.
A7) Informational returns;
a) Consider mag-tape filing requirements for 
1099's and W-2's.
b) Determine whether the corporation has filed all 
the informational returns (1099's) and whether 
they have included the personal use portion of 
employer property in the employee's W-2, and 
401(k) deferred compensation information.
A8) Determine if the corporation is a Personal Service 
Corporation and is required to file on a calendar 
year end.
A9) If the corporation is on a cash basis, determine 
if the accrual basis is required (i.e., gross 
receipts in excess of $5 million) or if the 
corporation meets the "Function Exception."
B) INCOME
Bl) For installment sales, determine that payments 
received during the year on those sales have been 
properly reflected.
a) For installment sales after June 6, 1984, 
determine that the full amount of depreciation 
recapture (both Sections 1245 and 1250 
property) was reported in the year of sale, 
even if no payments were received in that year.
DONE DONE N/A EXPLANATIONS
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
B) INCOME - B1 - continued DONE DONE N/A EXPLANATIONS
b) Review installment sales for appropriate 
interest rates on debt instruments received in 
connection with the sale. Determine whether 
any interest rate/income adjustments are 
necessary.
c) Consider the two payment requirement for sales 
by dealers in tax years beginning after June 
22, 1987 (Rev. Rul. 87-48).
d) Consider limitations on installment gain 
deferrals as a result of seller indebtedness 
(new Section 453C).
1) Determine if the corporation has additional 
taxable income to report currently because 
of indebtedness during the year and any of 
the following apply:
A) Any installment sales after February 28, 
1986 of personal property by a "dealer.” 
B) Any installment sales after February 28, 
1986 of real property held for sale to 
customers in the ordinary course of 
business.
C) Any installment sales after August 16, 
1986 of real property used in the 
corporation’s business or held for 
production of rental income if the sales 
price exceeds $150,000.
2) Consider the following elections:
A) If applicable, the election to pay 
interest on deferred tax benefit in lieu 
of applying allocable installment 
indebtedness (AII) rules to qualified 
sales of timeshares and residential lots. 
B) Consider electing out of installment 
reporting. (Reminder - sales subject to 
the AII rules are treated as cash sales 
for minimum tax purposes.)
3) Special rules and exceptions:
A) Consider three-year and two-year ratable 
inclusion rules that apply to AII that 
arise during the first two tax years 
ending after December 31, 1986.
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
B) INCOME - Bl(d)(3) - continued
B) Consider that sales occurring after 
February 28, 1986, or, if applicable, 
August 16, 1986, are "deemed to arise" in 
the first year ending after December 31, 
1986.
C) Consider aggregation requirements for 
related entities.
D) Consider exemptions for:
i) Personal use property and property 
used or produced in the business of 
farming.
ii) Certain sales by manufacturers to 
dealers.
B2) Determine if deferred income for book purposes 
should be included in taxable income.
B3) Examine fixed assets for any disposals:
a) Reconcile to depreciation schedule.
b) Determine that related gains and losses are 
properly reported.
c) Consider investment tax credit recapture.
d) If property was sold, exchanged or 
involuntarily converted during the year, 
consider the provisions relating to:
1) Non-recognition of gain or loss.
2) Recapture of depreciation and/or investment 
tax credit.
B4) Determine if there were any wash sales of 
securities during the tax year.
B5) Determine if any securities held by the 
corporation became worthless during the year.
B6) Exclude interest on state or local obligations 
from federal taxable income; however, enter 
amounts of Page 3 - Question R.
B7) Exclude interest on exempt state, local and 







CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
5) INCOME - continued DONE DONE N/A EXPLANATIONS
B8) Determine taxability of dividends and complete 
Schedule C.
B9) Compare Form 1099's received for proper inclusion 
in sales, interest income, dividends, etc.
 B10) If there are any Section 1231 gains, determine the 
amount, if any, subject to ordinary income 
treatment as a result of prior years' Section 1231 
 losses.
B11) If any of the following apply, the corporation's 
losses from an activity may be limited (see 
Passive Activity Checklist):
a) During the last half of the year, there are 
five or fewer individuals who own directly or 
indirectly more than 50% of the stock and 
shareholders owning (in the aggregate) more 
than 50% are NOT materially participating in 
the activity.
b) The Corporation is a personal service 
corporation - even if shareholders are 
materially participating in the activity.
B12) If the corporation is subject to the passive 
activity rules, determine that such losses only 
offset active trade or business income.
B13) Consider the required change to the specific 
charge-off method for bad debts. Pre-1987 bad 
debt reserve is to be taken into income ratably 
over four years beginning in 1987.
C) DEDUCTIONS
Cl) Consider the uniform capitalization rules 
implemented by the 1986 Act, effective January 1, 
1987 regardless of the fiscal year (this applies 
to self-constructed assets, resalers with average 
receipts in excess of $10 million including 
attribution, and all manufacturers).
a) Determine that all costs are included - those 
capitalized under the old law full absorption, 
as well as a portion of the following costs 
required under the 1986 Act:
1) Taxes (other than income taxes).
2) Tax depreciation/amortization.
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
C) DEDUCTIONS - C1(a) - continued DONE DONE N/A EXPLANATIONS
3) Percentages depletion. 
4) Administration costs.
5) Support function/department. 
6) Officer's compensation.
7) Insurance costs.
8) Retirement plan contributions. 
9) Rework labor/scrap/spoilage.
10) Purchasing.
11) Bidding expenses on awarded contracts. 
12) Storage warehouse.
13) Quality control.
b) Consider advantages and disadvantages of 
electing the "simplified" method for resalers. 
c) Consider interest capitalization rules for debt 
incurred to produce property.
d) If the beginning inventory is revalued, 
ascertain the amount of adjustment required for 
the beginning inventory due to the change in 
method of accounting (Section 481). Ascertain 
Section 481 forward spread period (not to 
exceed four years).
e) For farmers and ranchers, consider 1987 one­
time election out of uniform capitalization 
rules.
C2) For long-term contracts entered into after 
February 28, 1986:
a) Determine that corporations reporting under the 
completed-contract method recognize 40% of 
related income on the percentage-of-completion 
method. (Exceptions - contracts completed 
within two years and annual average company 
receipts of less than $10 million.)
b) Consider the 1986 Act modification to the 
percentage-of-completion method:
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
C) DEDUCTIONS - C2(b) - continued
1) Completion percentage based on costs, not 
work performed.
2) The expanded requirement to capitalize costs 
similar to uniform capitalization rules (see 
C-1).
3) The requirement to compute prior year 
estimate inaccuracies with actual costs at 
completion of the contract and pay interest 
on related unpaid prior year taxes ("Look- 
Back Rule”).
C3) For charitable contributions:
a) Determine that all contributions are to 
qualified charitable organizations.
b) Consider the contribution limitation and record 
any carryover amounts.
c) Consider the limitation related to contribut­
ions of appreciated ordinary income property.
d) Consider the deduction for more than cost of 
appreciated capital gains property.
e) Ascertain that Minutes document authorization 
for charitable contributions accrued.
C4) Review the corporation’s vacation pay policy to 
determine if a deduction is allowable on the 
accrual basis and that the accrued vacation will 
be taken/paid within the prescribed period.
C5) Inquire whether the corporation can substantiate 
by adequate records, as required under IRC Section 
274, expenses claimed for entertainment, 
entertainment facilities, gifts, travel and 
conventions. (Note - $25 limit for gifts.)
C6) Limit meals and entertainment to 80%. (Inquire if 
there are any employee events, qualified banquets, 
etc. that are deductible in full.)
C7) If the corporation maintains a pension and/or 
profit sharing plan and has not contributed the 
maximum contribution each taxable year prior to 








CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
C) DEDUCTIONS - continued DONE DONE N/A EXPLANATIONS
C8) If a net operating loss deduction is claimed, 
prepare a supporting schedule to be attached to 
the return.
C9) Officers and shareholders:
a) Identify expenses for officers' life insurance 
which are non-deductible.
b) Are percentage of ownership, social security 
numbers and addresses disclosed if
officer/shareholder is more than a 50% owner?
c) Are loans to or from shareholders disclosed if 
officer/shareholder is more than a 50% owner?
d) Determine limitation on any losses during the 
year between related corporations/shareholders 
under Section 267(a)(1).
e) If there were any accruals of interest, 
compensation or other expenses payable to an 
individual who owns more than 50% of the 
corporation's stock directly or indirectly at 
the year-end, determine that for tax purposes 
the deduction is deferred until the year in 
which it is actually paid.
C10) Reconcile income per books to taxable income:
a) Determine that non-deductible items are not 
reflected on the return.
b) Determine that deductions are taken for 
currently deductible deferred charges and 
prepaid expenses.
D) DEPRECIATION
D1) Consider various depreciation methods and lives 
(for 1987 acquisitions consult Rev. Proc. 87-57 
tables):
a) Consider Section 179 election to expense 
certain depreciable assets up to $10,000. 
Reduce $10,000 ceiling by expensable property 
purchased during the year exceeding $200,000. 
Limit expense to taxable income from active 
trade or business.
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
D) DEPRECIATION - D1 - continued DONE DONE N/A EXPLANATIONS
b) For acquisitions of real estate, other than 
low-income housing, after January 1, 1981, 
determine that ACRS depreciation deductions are 
computed using the appropriate 15, 18 or 19 
year life and percentage, or if straight-line 
depreciation is elected, over 18 (or 19 if 
applicable), 35, or 45 years. Note that for 
acquisitions after March 15, 1984, ACRS life is 
18 years and after May 8, 1985 it is 19 years.    
c) For acquisitions of real estate on or after 
January 1, 1987, determine if property is 
residential or non-residential property. 
Determine that modified ACRS (MACRS) 
depreciation deductions are computed using 
straight-line, mid-month convention, 27.5-year 
life for residential rental and 31.5-year life 
for non-residential real property.    
d) For acquisitions on or after January 1, 1987, 
has the ADR class life been determined for each 
asset placed in service and the appropriate 
depreciation method utilized?    
e) Determine the applicable convention (e.g. half- 
year, mid-quarter). If more than 40% of MACRS 
property (except 27.5-year residential rental 
property and 31.5-year non-residential real 
property) is placed in service during the last 
three months of the year substitute mid-quarter 
for half-year convention.    
f) For leasehold improvements made after December 
31, 1986, determine that the cost is being 
recovered over the applicable lease period 
REGARDLESS of the lease period.    
g) Consider electing the alternative depreciation 
system for qualifying ACRS property purchased 
during the year.    
h) Consider electing 1987 depreciation methods for 
acquisitions after July 31, 1986.    
D2) Make adjustments for depreciable assets which are 
demolished, obsolete, abandoned and/or out of 
service. Consider investment credit recapture.    
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1987 - FORM 1120





D3) For assets placed in service after June 18, 1984, 
that are used partly for business and partly for 
personal use (i.e., autos, computers, airplanes, 
boats):
a) For autos, determine that the depreciation 
deduction does not exceed the maximum allowable 
under the luxury auto rules.
b) For autos, determine that if business usage is 
less than 50%, depreciation is computed using 
the mandatory five-year straight-line method. 
For MACRS property, use MACRS alternative 
depreciation system.
c) Determine that, for all other mixed-use 
property, if business usage is less than 50%, 
depreciation is computed using the mandatory 
12-year straight-line method.
d) For leased vehicles and property, determine 
business and personal usages and calculate 
appropriate income to be reported by referring 
to the IRS tables.
e) Inquire if the corporation has kept the 
required records indicating the business and 
personal use of property.
f) For listed property acquired after April 1984, 
determine recapture if business use is less 
than 50%.
D4) Determine if property/equipment leases are 
operating leases or capital leases.
D5) Form 4562:
4 a) Reconcile all listed property to the form.
b) Reconcile all non-listed property to the form.
c) Complete all questions regarding personal use 
of listed property.
d) Reconcile totals on depreciation schedule to 
form.
e) Determine that all amortizable items are 
separately stated and the proper Code Section 
cited.
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
E) TAX COMPUTATION AND CREDITS DONE DONE N/A EXPLANATIONS
El) Alternative minimum taxable income must be 
computed by making the following adjustments to 
taxable income:
a) Depreciation or property placed in service 
after December 31, 1986 (or July 31, 1986 if 
election is made) must be recomputed using the 
proper alternative system:
Type Method Period
Realty Straight-line 40 years
Personal property
with no class life 150 DB 12 years
Other personal
property 150 DB Class Life    
b) Mining, exploration and development costs must 
be capitalized and amortized over a ten-year 
period.    _________________
c) Income from long-term contracts computed using 
the percentage-of-completion method of 
accounting.    _________________
d) The installment sale method is disallowed if 
proportionate disallowance rules apply.    
e) Post-1986 AMT NOL deduction is available only
to extent of 90% of pre-NOL AMTI.    
f) Recompute sales and exchanges using AMT 
adjusted basis.    
g) The following preference items must be added:
1) Excess depletion.    
2) Excess intangible drilling costs.    
h) Consider special rules denying certain losses 
for AMT purposes.
1) Net passive activity losses as adjusted for
tax preferences.    
2) Certain farm losses.    
3) Insolvent taxpayers.    
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CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120
NOT COMMENTS OR
E) TAX COMPUTATION AND CREDITS - El - continued DONE DONE N/A EXPLANATIONS
i) Book vs. tax Income differences must be 
reported as Business Untaxed Reported Profits 
(BURP). BURP is effective for tax years 
beginning in 1987, 1988 and 1989.
1) Determine highest priority of profits 
reporting. This is adjusted net book income 
(ANBI).
2) Increase AMTI (as adjusted by tax 
preference).
j) Consider only foreign tax credit in AMT 
computation.
E2) Determine if the corporation is eligible for the 
following tax credits:
a) Foreign tax credit.
b) Investment tax credit (rehabilitation and 
transition).
c) Alcohol fuel credit.
d) Jobs credit.
e) Credit for increasing research activities.
f) Orphan drug credit.
g) Possession tax credit.
E3) Determine if the corporation is a personal holding 
company.
E4) Determine if accumulated earnings tax exposure is 
present.
E5) If estimated tax deposits are less than 90% of the 
tax liability, which includes alternative minimum, 
prepare Form 2220.
E6) Set-up estimated tax payments for the following 
year.
E7) If this is a consolidated tax return:
a) Attach Form 851.
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1987 - FORM 1120
E) TAX COMPUTATION AND CREDITS - E7 - continued
b) Attach Form 1122 (only for member's first 
year).
c) Attach surtax master apportionment schedule.
F) OTHER REQUIREMENTS
Fl) If there is a net operating loss in the current 
year, consider carryover in lieu of carryback and 
election required.
F2) Prepare Form 1139 for carrybacks.
F3) If this is a first year return, consider the 
following elections:
a) Election to amortize organization expense.
b) Cash vs. accrual method.
c) Election to amortize business start-up costs.
d) Election to expense intangible drilling costs.
e) Section 351, statement of transferred assets, 
where applicable.
F4) Cross reference the following items to the prior 
period return:
a) Schedule L beginning balances to prior year's 
ending balances.
b) Schedule M-2 beginning retained earnings to 
prior year's ending balance.
c) Detail listings Schedule L beginning balances 
to prior year's detail listings ending 
balances.
d) Page 1 - Line 32(a) current year to Page 1 - 
Line 36 prior year.
e) Carryforwards.
F5) Cross reference line items to supporting schedules 
within the return.
F6) Consider that Section 6661 provides a 25% penalty 
for substantial understatement of tax liability.
NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
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1987 - FORM 1120





a) If this penalty could result from any income, 
deduction or loss item, then:
1) Consider if substantial authority exists for 
the item in question. If not, consider 
disclosure.
2) Consider advising the corporation, in 
writing, of the 25% penalty in writing.
— — —
—
F7) Prepare state tax returns. Compile apportionment 
data.
F8) Attach extension requests to tax returns.
— — — —
F9) Prepare filing instructions and transmittal letter 
to the corporation. II  -..................—  
F10) Inquire if the corporation has updated the 
corporate Minutes Book. ..........................  ----------------------------------------------------- -
F11) Advise the corporation to have their retirement 
plans reviewed to determine if they are in 
compliance in light of changing corporate 
circumstances and the recent tax law changes.
F12) Advise the corporation that a retirement plan 
contribution must be made before the due date of 
the return including extension.
COMMENTS OR EXPLANATIONS
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S CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120S
Client Name: Client Number:
Interviewed by  Date Completed/Hours:
Prepared : Date Completed/Hours: 
Reviewed by  Date Completed/Hours: 
Return Due Date: Extension Due Date:
NOT COMMENTS OR
A) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
Al) Review the S corporation's name, address, fiscal 
year, incorporation date, business code and 
identification number.    
A2) List the name, address and identifying number of 
the "Tax Matters" person on Page 2 of the return.    
A3) Review prior year returns, review memos, work 
papers and correspondence files.    
A4) If the S corporation has been examined by the 
Internal Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Determine that the agent's adjustments have 
been entered on the S corporation's records.    
c) If any of the agent's adjustments affect the 
income tax returns of years other than those 
audited, make appropriate amendments.    
d) Determine whether amended state tax returns 
should be filed to reflect adjustments.    
A5) Inquire whether the S corporation has made or 
received any below-market-rate term or demand 
loans after June 6, 1984. If so, determine 
imputed interest consequences.    
A6) Determine officers' compensation.    
A7) Informational returns:
a) Consider mag-tape filing requirements for 
1099's and W-2's.    
b) Determine whether the S corporation has filed 
all the informational returns (1099's) and 
whether they have included the personal use 
portion of employer property in the employee's 
W-2, and 401(k) deferred compensation 
information.
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S CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120S
NOT COMMENTS OR
A) GENERAL INFORMATION - A7 - continued DONE DONE N/A EXPLANATIONS
A8) Events triggering termination of S status:
a) Determine that no disqualifying event has 
occurred related to excess number of 
shareholders, prohibited type of shareholder, 
activation of a subsidiary or issuance of a 
second class of stock.    
b) Determine that termination is not triggered by 
excess passive income for three consecutive 
years, i.e., the S corporation has passive 
investment income greater than 25% of gross 
receipts and earnings and profits from any 
C corporation years.
A9) Election/revocation/termination of S status:
a) If S status was elected during the current 
year:
1) Confirm that IRS approval of the election 
Form 2553 has been received and is in effect 
for the current year.
2) Confirm that IRS approval of Form 1128 
electing a year-end other than December 31 
has been received. Consider Rev. Proc. 87- 
32 rules for required tax year, grand­
fathered fiscal year, safe-harbor natural 
business fiscal year and ownership fiscal 
year.
3) Consider scheduling potential "built-in" 
gains at date of election.
b) If S status was revoked during the current 
year:
1) Confirm that a revocation election was 
properly filed.
2) Determine whether the revocation is 
effective for the entire year (if filed 
within the first 2 1/2 months of the year) 
or prospectively.
c) If S status was terminated or revoked during 
the year:
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S CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120S
NOT COMMENTS OR
A) GENERAL INFORMATION - A9(c) - continued DONE DONE N/A EXPLANATIONS
1) Verify allocation method - per day basis or 
actual. More than 50% cumulative change in 
shareholders requires actual. If using 
actual, match the election and the share­
holders' consent (Temp. Reg. §18.1362-4).    
2) Consider C corporation estimated tax 
payments for the succeeding year based on 
the S corporation's net income.    
A10) Consider the requirement that fiscal year S 
corporations must convert to a calendar year 
during 1987 unless IRS approval is obtained.    
All) Determine if the return is for a short-year. If
so, review related procedures and disclose on Page
1 of the return.    
B) INCOME
Bl) Determine that installment sales have been 
properly reported.
a) Determine that the full amount of depreciation 
recapture is reported in the year of sale even 
if no payments are received in that year.
b) Review installment sales for appropriate 
interest rates on debt instruments received in 
connection with the sale. Determine whether 
any interest rate/income adjustments are 
necessary.
c) Consider the two payment requirement for sales 
by dealers in tax years beginning after June 
22, 1987 (Rev. Rul. 87-48).
d) Consider limitations on installment gain 
deferrals as a result of seller indebtedness 
(new Section 453C).
1) Determine if the S corporation has 
additional taxable income to report 
currently because of indebtedness during the 
year and any of the following apply:
A) Any installment sales after February 28, 
1986 of personal property by a "dealer". 
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1987 - FORM 1120S
NOT COMMENTS OR
B) INCOME - Bl(d)(l) - continued
B) Any installment sales after February 28, 
1986 of real property held for sale to 
customers in the ordinary course of 
business.
C) Any installment sales after August 16, 
1986 of real property used in the S 
corporation's business or held for 
production of income if the sales price 
exceeds $150,000.
2) Consider the following elections:
A) If applicable, the election to pay 
interest on deferred tax benefit in lieu 
of applying allocable installment 
indebtedness (AII) rules to qualified 
sales of timeshares and residential lots.
B) Consider electing out of installment 
reporting. (Reminder - sales subject to 
the AII rules are treated as cash sales 
for minimum tax purposes.)
3) Special rules and exceptions:
A) Consider three-year and two-year ratable 
inclusion rules that apply to AII that 
arise during the first two tax years 
ending after December 31, 1986.
B) Consider that sales occurring after 
February 28, 1986 or, if applicable, 
August 16, 1986 are "deemed to arise" in 
the first year ending after December 31, 
1986.
C) Consider aggregation requirements for 
related entities.
D) Consider exceptions for:
i) Personal use property and property 
used or produced in the business of 
farming.
ii) Certain sales by manufacturers to 
dealers.
B2) Determine if deferred income for book purposes 
should be included in taxable income.
DONE DONE N/A EXPLANATIONS
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1987 - FORM 1120S
NOT COMMENTS OR
B) INCOME - continued DONE DONE N/A EXPLANATIONS
B3) Examine fixed assets for any disposals:
a) Reconcile to depreciation schedule.
b) Determine that related gains and losses are 
properly reported.
c) Consider investment tax credit recapture.
d) If property was sold, exchanged or involun­
tarily converted during the year, consider the 
provisions related to:
1) Non-recognition of gain or loss.
2) Recapture of depreciation and/or investment 
tax credit.
B4) Determine if there were any wash sales of 
securities during the tax year.
B5) Determine if any securities held by the S 
corporation became worthless during the year.
B6) Exclude interest on state or local obligations 
from federal taxable income.
B7) Exclude interest on exempt state, local and 
federal obligations from state and local taxable 
income if applicable.
B8) If the S corporation has any of the following, 
passive income or losses from an activity, they 
may be required to be separately reported on the 
K-1 schedules (see the Passive Activity 
Checklist).
a) The S corporation was involved in a trade or 
business in which it does not materially 
participate.
b) The S corporation has any rental activity other 
than hotels, car rentals and similar activities 
in which substantial services are provided.
c) The S corporation is a limited partner in a 
partnership.
B9) Compare Forms 1099 received to reported sales, 
interest income, dividends, etc.
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S CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST
1987 - FORM 1120S
NOT COMMENTS OR
B) INCOME - continued DONE DONE N/A EXPLANATIONS
B10) Consider the required change to the specific 
charge-off method for bad debts. Pre-1987 bad 
debt reserve is to be taken into income ratably 
over four years beginning in 1987.    
' C) DEDUCTIONS
Cl) Consider the uniform capitalization rules 
implemented by the 1986 Act, effective January 1, 
1987 regardless of the fiscal year (this applies 
to self-constructed assets, resalers with average 
receipts in excess of $10 million including 
attribution and all manufacturers.)
a) Determine that all costs are included - those 
capitalized under the old law full absorption, 
as well as a portion of following costs 
required under the 1986 Act:
1) Taxes (other than income taxes).    
2) Tax depreciation/amortization.    
3) Percentage depletion.    
4) Administration costs.    
5) Support function/department .
6) Officer's compensation.
7) Insurance costs.
8) Retirement plan contributions. 
9) Rework labor/scrap/spoilage.
10) Purchasing.
11) Bidding expenses on awarded contracts. 
12) Storage warehouse.
13) Quality control.
b) Consider advantages and disadvantages of 
electing the "simplified” method for resalers. 
c) Consider interest capitalization rules for debt 
incurred to produce property.
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NOT COMMENTS OR
C) DEDUCTIONS - C1 - continued
d) If the beginning inventory is revalued, 
ascertain the amount of adjustment required for 
the beginning inventory due to the change in 
the method of accounting (Section 481). 
Ascertain Section 481 forward spread period 
(not to exceed four years).
e) For farmers and ranchers, consider 1987 one­
time election out of uniform capitalization 
rules.
C2) Long-term contracts entered into after February
28, 1986:
a) Determine that S corporations reporting under 
the completed-contract method recognize 40% of 
related income on percentage-of-completion 
method. (Exceptions - contracts completed 
within two years and annual average company 
receipts of less than $10 million).
b) Consider the 1986 Act modification to the 
  percentage-of-completion method:
1) Completion percentage based on costs, not 
work performed.
2) The expanded requirement to capitalize costs 
similar to uniform capitalization rules (see 
C-1).
3) The requirement to compute prior year 
estimate inaccuracies with actual costs at 
completion of the contract and pay interest 
on related unpaid prior year taxes ("Look- 
Back Rule).
C3) For charitable contributions:
a) Determine that all contributions are to 
qualified charitable organizations.
b) Consider the limitations related to 
contributions of appreciated ordinary income 
property.
c) Consider the deduction for more than the cost 
of appreciated capital gains property.
d) Ascertain that Minutes document authorization 
for charitable contributions accrued.
DONE DONE N/A EXPLANATIONS
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C4) Review the S corporation’s vacation pay policy to 
determine if a deduction is allowable on the 
accrual basis and that the accrued vacation will 
be taken/paid within the prescribed period.
C5) Inquire whether the S corporation can substantiate 
by adequate records, as required under IRC Section 
274, expenses claimed for entertainment, enter­
tainment facilities, gifts, travel and 
conventions. (Note - $25 limit for gifts.)
C6) If taxpayer maintains a pension and/or profit 
sharing plan and has not contributed the maximum 
contribution of each taxable year beginning prior 
to 1987, calculate the unfunded contribution 
carryover amount.
C7) Reconcile income per books with taxable income.
a) Determine that nondeductible items are not 
expensed on the returns.
b) Determine that deductions are taken for 
currently deductible deferred charges and 
prepaid expenses.
D) DEPRECIATION
D1) Consider various depreciation methods and lives 
(for 1987 acquisitions consult Rev. Proc. 87-57 
tables):
a) Consider Section 179 election to expense 
certain depreciable assets up to $10,000. 
Reduce $10,000 ceiling by expensable property 
purchased during the year exceeding $200,000. 
Limit expense to taxable income from active 
trade or business.
b) For acquisitions of real estate, other than 
low-income housing, after January 1, 1981, 
determine that ACRS depreciation deductions are 
computed using the appropriate 15, 18 or 19 
year life and percentage, or if straight-line 
depreciation is elected, over 18 (or 19 if 
applicable), 35, or 45 years. Note - for 
acquisitions after March 15, 1984, ACRS life is 
18 years and after May 8, 1985 it is 19 years.
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D) DEPRECIATION - D1 - continued DONE DONE N/A EXPLANATIONS
c) For acquisitions of real estate on or after 
January 1, 1987, determine if property is 
residential or non-residential property. 
Determine that modified ACRS (MACRS) 
depreciation deductions are computed using 
straight-line, mid-month convention, 27.5-year 
life for residential rental and 31.5-year life 
for non-residential real property.    
d) For acquisitions on or after January 1, 1987, 
has the ADR class life been determined for each 
asset placed in service and the appropriate 
depreciation method utilized?    
e) Determine the applicable convention (e.g. half- 
year, mid-quarter). If more than 40% of MACRS 
property (except 27.5-year residential rental 
property and 31.5-year non-residential real 
property) is placed in service during the last 
three months of the year substitute mid-quarter 
for half-year convention.    
f) For leasehold improvements made after December
31, 1986, determine that the cost is being 
recovered over the applicable recovery period 
REGARDLESS of the lease period.    
g) Consider electing the alternative depreciation 
system for qualifying ACRS property purchased 
during the year.    
h) Consider electing 1987 depreciation methods for 
acquisitions after July 31, 1986.    
D2) Make adjustments for depreciable assets which are 
demolished, obsolete, abandoned and/or out of 
service. Consider investment credit recapture.    
D3) For assets placed in service after June 18, 1984, 
that are used partly for business and partly for 
personal use (i.e. autos, computers, airplanes, 
boats):
a) For autos, determine that the depreciation 
deduction does not exceed the maximum allowable 
under the luxury auto rules.    
b) For autos, determine that if business usage is 
less than 50%, depreciation is computed using 
the mandatory five-year straight-line method. 
For MACRS property, use MACRS alternative 
depreciation system.    
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D) DEPRECIATION - D3 - continued DONE DONE N/A EXPLANATIONS
c) Determine that, for all other mixed-use 
property, if business usage is less than 50%, 
depreciation is computed using the mandatory 
12-year straight-line method.
d) For leased vehicles and property, determine 
business and personal usages and calculate 
appropriate income to be reported by referring 
to the IRS tables.
e) Inquire if the S corporation has kept the 
required records indicating the business and 
personal use of property.
f) For listed property acquired after April 1984, 
determine recapture if business use is less 
than 50%.
D4) Determine if property/equipment leases are 
operating leases or capital leases.
D5) Form 4562:
a) Reconcile all listed property to the form. 
b) Reconcile all non-listed property to the form. 
c) Complete all questions regarding personal use 
of listed property.
d) Reconcile totals on depreciation schedule to 
form.
e) Determine that all amortizable items are 
separately stated and the proper Code Section 
cited.
E) TAX COMPUTATION AND CREDITS
El) Determine if the S corporation is eligible for the 
following tax credits:
a) Foreign tax credit.
b) Investment credit (rehabilitation and 
transition property).
c) Alcohol fuel credit.
d) Jobs credit.
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E) TAX COMPUTATION AND CREDITS - E1 - continued DONE DONE N/A EXPLANATIONS
e) Credit for increasing research activities.    
f) Orphan drug credit.    
g) Possession tax credit.    
h) Business energy credit.    
E2) Tax at corporate level:
a) Tax on excess net passive income:
1) Applicable if passive investment income is 
greater than 25% of gross receipts and the S 
corporation has earnings and profits from 
any C years.    
2) Consider election to designate distributions 
as earnings and profits.    
b) Tax on "built-in” gains - applies to 
corporations filing S status elections 
subsequent to 1986 (1988 for capital gains if 
qualified small business corporation):
1) Compute tax at maximum corporate rate for 
the gain (not to exceed Subchapter C taxable 
income including NOL carryovers) on appreci­
ated assets disposed of during the year 
(including collection of cash basis 
receivables) that were held at the time of 
the S election.    
2) Consider special rules taxing disposal of 
assets acquired tax free from the S 
corporation.
3) Reduce the pass-through gains by the "built- 
in" gain tax.
c) Tax on net capital gains - applies to 
corporations that filed S elections prior to 
1987 (1989 if "qualified small corporation") 
which have:
1) Net capital gains exceeding $25,000, and
2) Net capital gains are greater than 50% of 
taxable income, and
3) Taxable income is greater than $25,000.
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E) TAX COMPUTATION AND CREDITS - E2(c)(3) - continued DONE DONE N/A EXPLANATIONS
A) Consider exceptions for S corporations
which have 1) never been a C corporation, 
or 2) have been an the S corporation for 
the three preceding taxable years (may 
not apply to gains on certain substituted 
basis property).    
B) Consider limitation of tax to lesser of
1) regular corporate tax on the S 
corporation's taxable income, or 2) the 
alternative tax on net capital gain in 
excess of $25,000 (for tax years 
beginning after June 30, 1987, the 
alternative tax no longer applies).    
C) Consider installment sales reporting to 
avoid or delay net capital gains tax.    
D) Reduce the pass-through gains by the net 
corporate capital gains tax.    
E) Compute the investment tax credit 
recapture payable by the corporation for 
the early disposition of assets acquired 
in C corporation years.    
F) SHAREHOLDER INFORMATION
Fl) Shareholder allocation/limitation:
a) Determine that items of income, deductions, 
credits, etc. are allocated to the shareholders 
on a per-share, per-day basis.    
b) If stock transfers occurred during the year, 
consider allocations based on time of actual 
occurrence. Attach the shareholder consent and 
statement of election (Reg. §18.1377-1).    
c) Consider fringe benefit limitations for greater 
than 2% shareholders.    
d) Determine that interest and other expenses owed 
to shareholders are deducted in the year of 
payment.    _________________
e) Determine limitation on any losses during the 
year between related S corporation/ 
shareholders under Section 267(a)(1).    
F2) Shareholder distribution/basis computations:-
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F) SHAREHOLDER INFORMATION - F2 - continued DONE DONE N/A EXPLANATIONS
a) Determine that equity increases and decreases 
(Schedule M) are properly segregated between:
1) Shareholders undistributed PTI.    
2) Accumulated adjustment account.    
3) Other adjustments account.    
4) Retained earnings.    
b) Determine that distributions exceeding 
accumulated adjustment account for S 
corporations with earnings and profits from C 
or pre-1983 S years are reported to share­
holders as dividends to the extent of earnings 
and profits.    
c) If accounting for shareholder basis:
1) Determine that shareholder's loss allocation 
is not deducted to the extent it exceeds the 
adjusted basis in stock and indebtedness 
owed to the shareholder.    
2) Determine that previously undeducted losses 
for tax years beginning after 1982 are 
allowed in a subsequent year in which the 
shareholder obtains basis.
3) Determine that loans, loan repayments, 
contributions of capital and distributions 
between shareholders and the S corporation 
properly adjust the basis of the 
shareholder's stock and indebtedness.
4) If distributions from AAA or distributions 
in excess of earnings and profits exceed a 
shareholder’s basis, determine that the gain 
is properly reported as a capital gain.
5) Determine that corporate indebtedness owed 
to shareholders is evidenced by written 
instrument. In the event a shareholder's 
basis in the debt is reduced by losses, 
subsequent repayment will be a capital gain 
rather than ordinary income only if a 
written instrument exists.
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F) SHAREHOLDER INFORMATION - F2 - continued DONE DONE N/A EXPLANATIONS
d) Determine that gain is recognized and allocated 
to each shareholder for distributions of 
appreciated property (except certain qualifying 
complete liquidations exempted under the 1986 
Act transition rules).
G) K-1 INFORMATION
G1) Passive activity information:
a) Indicate which shareholders "actively 
participate" in rental real estate activities 
of the S corporation.
b) Indicate which shareholders "materially 
participate" in the trade or business of the S 
corporation.
G2) If the S corporation has acquired real estate 
after December 31, 1986 or a shareholder has 
acquired an interest in the S corporation after 
December 31, 1986, have the at-risk rules been 
applied?
G3) For passive activity determination, if the S 
corporation started or acquired a new activity 
after October 22, 1986 or a shareholder’s 
ownership interest increased after October 22, 
1986, supply the shareholder with the required 
information.
G4) Properly reflect each shareholder’s share of 
eligible tax credits.
G5) Determine that proper reporting has been provided 
for all items requested on Schedule K-1 that 
affect shareholders' tax liability. Particular 
attention should be given to items affected by the 
1986 TRA such as:
a) Ordinary trade or business income.
b) Rental activities.
c) Portfolio income and related deductions.
d) Passive activity data.
e) Shareholder’s medical insurance.
f) Meals and entertainment expenses.
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G) K-1 INFORMATION - continued DONE DONE N/A EXPLANATIONS
G6) Segregate all tax preference items and list on the 
appropriate line of Schedule K.    
G7) Prepare schedules that reflect each shareholder's 
share of property subject to investment credit 
recapture.    _________________
G8) Inform shareholders that income from the short- 
period is to be reported ratably over four years, 
unless short-period is initial S return.    
H) OTHER REQUIREMENTS
H1) If this is a first-year return, consider the 
following elections:
a) Election to amortize for organization expense.    
b) Cash vs. accrual method.    
c) Election to amortize business start-up costs.    
d) Election to expense intangible drilling costs.    
e) Section 351, statement of transferred assets, 
where applicable.    
H2) Cross reference the following items to the prior 
period return:
a) Schedule L beginning balances to prior year's 
ending balances.    
b) Schedule M beginning retained earnings to prior 
year's ending balance.    
c) Detail listings Schedule L beginning balances 
to prior year's detail listings ending 
balances.    _________________
H3) Determine that book/tax accounting method 
differences related to Schedule M are documented 
in the work paper files.
H4) Consider that Section 6661 provides a 25% penalty 
for substantial understatement of tax liability.
a) If this penalty could result from any income, 
deduction, or loss item, then:
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H) OTHER REQUIREMENTS - H4(a) - continued DONE DONE N/A EXPLANATIONS
1) Consider if substantial authority exists 
for the item in questions. If not, 
consider disclosure.    
2) Determine if the partnership is a tax 
shelter for purposes of Section 6661.    
3) Consider advising the partnership, in 
writing, of the 25% penalty.    
H5) Prepare state tax returns. Review each state's 
modification requirements. Consider state 
withholding requirements on income allocated to 
non-resident shareholders.    
H6) Attach extension requests to tax returns.    
H7) Prepare filing instructions and transmittal letter 
to the S corporation.    
H8) Inquire if the S corporation has updated the 
corporate Minutes Book.    
H9) Advise the S corporation to have their retirement 
plans reviewed to determine if they are in 
compliance in light of changing corporate 
circumstances and the recent tax law changes.    
H10) Advise the S corporation that a retirement plan 
contribution must be made before the due date of 
the return including extension.    
COMMENTS OR EXPLANATIONS
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Client Name: Client Number:
Interviewed by  Date Completed/Hours:
Prepared by:______________________________________  Date Completed/Hours:
Reviewed y: Date Completed/Hours:
Return Due Date: Extension Due Date:
NOT COMMENTS OR
A) GENERAL INFORMATION DONE DONE N/A EXPLANATIONS
Al) Verify if the current plan document is on file.
Note the date of the latest amendment to the plan 
and the date of the plan document.    
A2) Review the accuracy of the plan sponsor/employer 
name, address, fiscal year, identification number, 
telephone number and business code.    
A3) Review the accuracy of the name, address, 
identification number and telephone number of the 
plan administrator if it is different from the 
plan sponsor.    
A4) Review prior year returns, review memos, work 
papers and correspondence files.    
A5) Review the plan document to identify benefits 
provided by or allowed under the plan, i.e. 
welfare benefits (medical, insurance benefits), 
pension benefits, defined contribution (profit- 
sharing, stock bonus, target benefit, money 
purchase plans), thrift savings, participant- 
directed account plans, master trust, or cash or 
deferred arrangements (401(k) plans). Identify 
the type of pl n.   
A6) If the plan has been examined by the Internal 
Revenue Service:
a) Obtain copies of the revenue agent's reports.    
b) Verify that the agent's adjustments have been 
entered on the plan's records.    
c) If any of the agent's adjustments affect the 
income tax returns of years other than those 
audited, make appropriate amendments.    
B) DETERMINE WHICH IS THE APPROPRIATE FORM TO FILE
Bl) Determine if this is the plan's first or final 
year. If so, Form 5500-R cannot be filed.    
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B) DETERMINE WHICH IS THE APPROPRIATE NOT COMMENTS OR
FORM TO FILE - continued DONE DONE N/A EXPLANATIONS
B2) Determine if a Form 5500-R is appropriate for this 
plan year (generally it is appropriate if a 5500-C 
has been filed in either of the prior two years).    
B3) Determine the number of participants for this plan 
year and the prior plan year to determine whether 
a 5500, 5500-C or 5500-EZ is required.    
B4) Identify types of plans maintained by the employer 
which may require separate 5500, 5500-C or 5500-R 
reports.    _________________
B5) Determine if the employer is a member of a 
controlled group or a member of groups of 
businesses under common control to identify the 
reports required.    
B6) Determine if the plan is subject to the multi- 
employer plan filing requirements.    
B7) Determine if additional forms are required such 
as:
a) Schedule SSA - separated participants with 
deferred vested benefits.    
b) Schedule B - actuarial information.
c) Schedule P - statute of limitations.
d) Worksheet A/Worksheet B - percentage test 
(Form 5500-EZ).
B8) Determine if other attachments are required, such 
as:
a) Approved extension of time to file.
b) Accountant's opinion, financial statements.
B9) Determine if PBGC Form 1 is required for defined 
benefit pension plan.
a) Determine the current plan year for which the 
filing is made (Form 1 is filed for the 
current year; Form 5500 for the preceding plan 
year).
b) Determine the due date for Form 1.
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NOT COMMENTS OR
C) SPECIFIC PLAN FEATURES DONE DONE N/A EXPLANATIONS
C1) If the plan has cash or deferred arrangements, 
review non-discriminatory coverage tests. 
Determine if the deferral percentage test has been 
met. _____ _____ _____ ___________ _
C2) Determine if any fiduciary or employee handles 
plan funds and is subject to bonding requirements 
(10% of the funds handled, minimum $1,000 and 
maximum $500,000).
C3) Identify all "party in interest transactions" 
(leases, loans, provision of office space, 
compensation, sales of property between parties in 
interest) and note which are exempt from prohib­
ited transaction rules. Report all transactions 
which are not exempted by statute from prohibited 
transaction rules.
C4) Plan fiduciaries - determine which persons perform 
duties involving exercise of control or discretion 
over plan assets and identify them on the return 
as plan fiduciaries.
C5) Identify all acquisitions during the year from the 
employer, including bonds, debentures, notes, 
certificates, other indebtedness and real or 
personal property leased to an employer or 
affiliate. Determine if such acquisitions exceed 
10% of the fair market value of the plan assets.
C6) Top-heavy plans:
a) Determine if the plan has been tested for top­
heavy status.
b) Identify all key employees within both the 
current and the prior five years.
c) Identify all distributions made to key 
employees in the past five year period.
d) Identify all plans of the employer in which 
key employees participate.
e) Determine if top-heavy vesting and minimum 
benefits and contributions are applicable even 
though minimum hours of service are not met 









Reviewed by:______________________________________ Date Completed/Hours:__________________
Return Due Date:  Extension Due Date:
NOT COMMENTS OR
A) ACTIVITIES DONE DONE N/A EXPLANATIONS
Al) List the activity to which this checklist applies 
(use a separate checklist for each activity.)    
A2) Determine that other limitations under the IRC, 
including at-risk provisions, have been considered 
before passive loss rules.    
A3) Review recent IRS regulations that may have been 
issued - this checklist was drafted before IRS 
issued passive loss regulations.    
B) PORTFOLIO INCOME
Bl) Determine portfolio income (generally this 
includes interest, dividends, annuities and 
royalties, excluding those derived in the ordinary 
course of a trade or business).
B2) Account separately for expenses (other than 
interest) allocable to portfolio income.
C) MATERIAL PARTICIPATION
Cl) Ascertain if the taxpayer personally performed 
sufficient services or meets any other criteria 
that establishes material participation. The 
activities of agents cannot be attributed to the 
taxpayer.
C2) If the taxpayer is married, determine the 
participation of both spouses.
D) ACTIVE PARTICIPATION BY AN INDIVIDUAL IN RENTAL 
REAL ESTATE ACTIVITY
D1) Consider the following for the $25,000 special 






D) ACTIVE PARTICIPATION BY AN INDIVIDUAL IN RENTAL 
REAL ESTATE ACTIVITY - D1 - continued
b) Active participation.
c) 10% ownership test.
E) DISPOSITIONS
NOT COMMENTS OR
DONE DONE N/A EXPLANATIONS
El) Determine if the taxpayer disposed of his entire 
interest in a passive activity to an unrelated 
third party at arm's length or a full abandonment 
of the entire interest.




E3) Determine if the taxpayer sold his entire interest 
via an installment sale. Passive losses are 
allowed in the ratio that the gain recognized in 
each year bears to the total gain on the sale.
E4) If the taxpayer has disposed of his interest at 
death, eliminate the allowed losses to the extent 
of the basis increase pursuant to Section 1014. 
F) PASSIVE ACTIVITY RULES
F1) Account separately for passive activity losses and 
passive activity income.
F2) Determine if passive losses exceed passive income. 
F3) If any passive losses are not deductible in any 
year, determine that the losses are suspended on a 
pro rata basis (the ratio of net loss from an 
activity to the total net losses from all passive 
activities for the year and prepare carryforward 
schedule.)
Treat credits from passive activities the same as 
losses from such activities.
F5) Consider the special limitations for the 
rehabilitation and low-income housing credits.
G) EFFECTIVE DATE/TRANSITIONAL RULES
G1) A net passive loss equal to the transitional rule 






G) EFFECTIVE DATE/TRANSITIONAL RULES - continued DONE DONE N/A EXPLANATIONS
G2) Account for all passive activities acquired before 
October 23, 1986 separately from those acquired 
after October 22, 1986.
G3) Determine that the phase-in rules for a passive 
activity loss are applied to the extent that the 
percentage ownership interests after October 22, 
1986 did not increase.
COMMENTS OR EXPLANATIONS
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NOT COMMENTS OR
C) SPECIFIC PLAN FEATURES - C6 - continued DONE DONE N/A EXPLANATIONS
f) Determine that cash or 401(k) deferred 
arrangement plans with years ending after 
December 31, 1984 that have key employee 
participants have met the 3% minimum 
contribution requirement.    
g) Determine that eligible compensation, for 
purposes of crediting to key employees' 
accounts, has been limited to $200,000.    
C7) Determine that leased employees who have met the 
initial service period have been included as 
regular plan participants.    
D) REPORTING FINANCIAL ACTIVITY
D1) Reconciliation of deductions for contributions to 
the plan:    _________________
a) Complete IRS worksheet A.    
b) Identify contributions made before the due 
date of the employer's income tax return, 
including extensions of time to file, which 
are designated as contributions for this plan 
year. _____ _____ _____ ___________
c) Inquire of the actuary has determine that 
funding is adequate.    
d) File Form 5330 to pay excise tax if a 
deficiency exists.    
D2) Prepare a trial balance and record activity for 
the plan year using consistent accounting 
procedures used in maintaining the books and 
records of the plan. Adjust investments to fair 
market value at the plan year-end.    
D3) Determine if the plan generates $1,000 or more of 
unrelated business income and must file Form 990T.    
E) PENALTIES
El) Determine the correct due date of the return.
Failure to file a timely return is subject to a 
penalty of $25 per day (up to $15,000).    
E2) Determine if the plan is required to file 
information returns for distributions (1099-R), 
retired pay (W-2P), or P.S. 58 costs (W-2P).    
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NOT COMMENTS OR
E) PENALTIES - continued DONE DONE N/A EXPLANATIONS
E3) Determine if the plan has made excess 
contributions. An excise tax of 10% will be 
assessed for plan years beginning in 1987.    
E4) Consider other applicable penalties, such as:    
a) Failure to file registration statements (up to 
$5,000).    ________________
b) Failure to file actuarial statements ($1,000 - 
Schedule B).    
c) Failure to file a complete return, such as 
failure to complete all applicable 
information.    
d) Overstatement of pension liabilities.
F) OTHER REQUIREMENTS
Fl) Discuss with the plan administrator how the 
appropriate summary annual report is to be 
distributed to the participants.
F2) Discuss with the plan administrator the 
availability of the current summary plan 
description and distribution to participants on a 
timely basis.
F3) Discuss with the plan administrator the 
preparation of the statement of participant's 
accrued benefits.
F4) Discuss with the plan administrator the 
preparation and distribution of the statement of 
deferred vested benefits to separated employees. 
F5) If the employer maintains a pension and/or profit- 
sharing plan and has not contributed the maximum 
contribution for each year, calculate the unfunded 
pre-1987 contribution carryforward amount.
COMMENTS OR EXPLANATIONS
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